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© d Passenger 
User Of Auto, 
surer Liable 


| Denver Court Hands Down 


— 


Y Decision That May Bring 
Change In Auto Cover 


A passenger in an automobile is 
“using” the vehicle and if it is in a 
wreck he is liable for damages just as 
{is the driver, according to District 
, Judge Robert H. McWilliams of Den- 
jlver. This decision, which, if it stands 

sh vill cost American Employers $100,- 
{; 0, has sent the casualty insurance 

ople of Colorado into a state of mild 
Ick. 

In June 21, 1958, Raymond H. Car- 

{ 1 was a passenger in a car driven 
: Donald Kling. Their auto was in- 
Jlved in an accident in which three 
efpersons in another car were injured. 
( ve car driven by Kling was owned 
y John W. Stafford. Kling was driving 
Carroll home as a favor to Stafford. 
»tafford’s policy covered Kling, but 
‘e three persons injured by Stafford’s 
to claimed that Carroll was also 
ting” the car and was therefore li- 
‘'e for any damages that might be 
sessed. 


| adgment Totals $162,350 


Stafford had $50,000 limits in North- 
~ st National Casualty, and Carroll 
| $100,000 in American Employers. 
a trial in July, 1959, Judge Mc- 
lliams dismissed the suit against 
} arroll and entered a total of $162,350, 
cluding $6,000 exemplary damages, 
) against Kling (Stafford). 
| The five attorneys representing the 
ee: went back to court, main- 





——————— 


taining that Carroll should have been 
found as liable as Kling for the ac- 
cident. 

In a trial last June, Judge McWil- 
liams, after hearing arguments for 
plaintiffs, said the question of wheth- 

\ er Carroll could be found liable hinged 
on the idea of his “using” the auto 
' driven by Kling. 

“Certainly Carroll was using the 

vehicle in the sense that he was using 

, the seat to sit on, the roof and win- 
dows to protect him from the weath- 
er, the wheels to move him forward 
and the motor to in turn propel the 
wheels,” the judge said. Further, Car- 
{roll was deriving a benefit from the 
ride, and this constituted a use. How- 
{ever, Carroll was not responsible for 
the accident. 

Carroll, as a user of the car, said 

| Judge McWilliams, brought his insur- 
ance into play, so that Kling was in- 
\ sured under Carroll’s policy just as 
, much as Carroll is insured under Staf- 
{ ford’s policy, which also covered Kling. 
Attorneys for American Employers, 
; Charles Sheldon Jr. and Richard C. 
McLean, have recommended an ap- 
peal to the state supreme court. Judge 
McWilliams graduates to the supreme 
, court next month, but presumably 
would disqualify himself in a review 
of this case. 
q¢ Commissioner Sam Beery of Colora- 
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Reinsurers Margin Down Or Out For 


1960; More Competition Lies Ahead 


By KENNETH 0O. FORCE 


Results for the professional rein- 
surers in 1960 will reflect an increase 
of 7.5 to 15% in premiums. The av- 
erage is approximately 10% and is 
about the same increase as 1959 re- 
corded over 1958, perhaps a trifle less. 

However, underwriting profits de- 
clined from 1959 due to heavy contract 
bond losses, deteriorating fidelity ex- 
perience, Hurricane Donna, big fires, 
and, for some reinsurers, poor lia- 
bility experience. Workmen’s compen- 
sation, whatever the 1960 results, con- 
tinues to give the reinsurers the wil- 
lies. Aviation, a real catastrophe line, 
was comme ci, comme ca, mostly ca. 

After the Eastman loss at Kingsport, 
Tenn., the largest FIA loss since Li- 
vonia, Mich., the insurance and rein- 
surance market was called on by many 
boiler and machinery insured for more 
business interruption coverage and 
for higher PDL limits. Because of its 


small premium base and real catas- 
trophe potential, reinsurers regarded 
the line with apprehension before the 
recent demand for higher limits. Some 
U&O commitments run to $50,000 
and even $100,000 a day. 


Crop-Hail Good 


Hail on growing crops produced a 
good profit for many of the reinsurers 
writing it and helped offset other 
lines that did not fare so well. Facul- 
tative (not the kind exchanged by in- 
surers on a reciprocity basis but the 
sort provided by reinsurers, often to 
insurers but also direct) helped out 
several reinsurers and even kept one 
or two in the black. 

Fire results are mixed. But many of 
the reinsurers with a combined loss 
and expense ratio of more than 100 for 
the year expected to reach Dec. 31 
with a fire account slightly in the 
black. Experience on homeowners 
for the reinsurers is reported still 





Northern Group Is 
Being Integrated 
In Employers’ Liab. 


Frank J. Carey, chief executive of 
Employers Liability group, has an- 
nounced that the U. S. operations of 
Northern of London are to be integrat- 
ed into Employers Liability group. 

Northern and its associated Ameri- 
can Marine & General are being com- 
bined and merged into Halifax of 
Massachusetts. The resulting Massa- 
chusetts company combining the three 
interests will be known as Northern 
Assurance of America and will start 
business Jan. 1. 

Northern of America will be a multi- 
ple line company licensed in all 50 
states and Puerto Rico. Administrative 
headquarters will be at 110 Milk 
Street, Boston, 


Two V-Ps Elected 
By Crum & Forster 


Crum & Forster has elected as vice- 
presidents Robert R. Hayes who has 
charge of operations in the western 
department at Freeport, and C. C. Iup- 
penlatz, who has charge of operations 
in the Allegheny-Ohio department at 
Pittsburgh. 

C. Glennon Thro has been appointed 
general manager of the western de- 
partment to assist Mr. Hayes. 





do has commented that if the decision 
stands, auto liability rates could in- 
crease at least 33%. More likely, how- 
ever, if passengers’ insurance may be 
used to help pay damages assessed 
against a negligent driver, the auto 
policy will be rewritten. 
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Cal. Brokers’ Survey 
Gives Breakdown Of 
Direct Billing Use 


California producers responding to a 
survey conducted by Insurance Bro- 
kers Assn. of California indicate they 
use direct billing for an average of 
7.9% for their total automobile busi- 
ness, 1.4% for homeowners, and 12.9% 
for health business. About 30% use no 
direct billing at all. 

The survey committee, headed by 
S. Pat Mallia, attempted to determine 
not only how many agencies are em- 
ploying direct billing but also the per- 
centage of business to which it is being 
applied. A questionnaire sent by the 
committee was answered by 549 agents 
and brokers, their average length of 
time in business being almost 22 
years. 

Asked why they started direct bill- 
ing, 44.7% of the respondents said for 
competitive rates, 19.4% for savings 
in operations, 28.8% because the com- 
panies demanded it, and .03% because 
their policyholders wanted it. 

Over 32% said they thought direct 
billing provided economy of operation 
at the brokerage or agency level, 44.7% 
said they didn’t think so, and 22.8% 
had no opinion. 

If competitive rates were of no con- 
sideration, 21.3% said they would still 
use direct billing, and 69.8% said they 
would not. 

Asked if direct billing had enabled 
them to spend more time selling, 20.3% 
replied it had, and 41.4% said no. 

Most (67.5%) thought that present 
direct billing methods had not been 
designed with proper consideration of 
the producer’s administrative prob- 
lems. 


good but not as good as 1958. The line 
is being watched because of the com- 
petitive pressure on rates and because 
of the continuing tendency of smaller 
insurers to assume substantially high- 
er limits on the package than they 
did on dwellings they insured for fire 
and EC. Careful reinsurers are insist- 
ing that the insurers keep their lines 
to the size justified by the company’s 
underwriting capacity—by using agen- 
cy reinsurance or insurer facultative. 


Donna Well Spread 


Donna was well spread over the re- 
insurance market, as it was widely 
spread among primary insurers. One 
reinsurer was able to absorb its loss 
from the hurricane and get in the 
black by year end. Another will run 
above 100 by a point or two due to 
Donna, plus a couple of bad liability 
claims. 

The worst feature of the Donna 
loss, as reported by one reinsurer, was 
the failure of insurers to avoid heavy 
concentrations in Florida, particularly 
in the keys and along the west coast 
where the damage was so heavy. Some 
of the insurers that went into Flor- 
ida circa 1950 and afterward and that 
did not get punished by the repeated 
big winds of the preceding decade, 
tended to forget the lesson other in- 
surers had learned. Most of the latter 
had sharply reduced their Florida 
writings by 1950, particularly in the 
keys and along the coasts. They con- 
tinued throughout the 1950s to hold 
down their commitments and espe- 
cially to avoid concentration. 

Especially for the smaller reinsur- 
ers liability has not been kind this 
year. It wasn’t last year, either. For 
the most part, such reinsurers have 
begun to take casualty for competitive 
reasons. With a small book of business, 
one loss can make a lot of difference 
to year end results. Even larger-rein- 
surers can have an otherwise good 
year spoiled by one claim—e.g., the 
one produced by a truck driver who 
got drunk, took out a truck, and ran 
into the side of a loaded school bus. 


First Dollar Liability 


Writing liability down to the first 
dollar of coverage also can be un- 
profitable, it is said, and one or two 
reinsurers have been hard hit in this 
way. Competitively, it is almost impos- 
sible for today’s reinsurer to stay out 
of the casualty business. Yet the prof- 
itable casualty accounts and lines al- 
ready are well taken care of. So the 
newcomer faces picked over selections. 
Smaller insurers are asking for higher 
limits on CPL under homeowners, and 
these are being handled by small as 
well as large reinsurers. This may be 
written in a package but probably still 
is being broken out and written with 
other casualty on an excess of loss 
basis by the reinsurer—to save expense 
and to keep closer track of it for ex- 
perience, and rating, purposes. 

More money is being committed to 
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the reinsurance business. Almost all 
of the new capacity developed in the 
past year or two represents expansion 
by primary companies into the rein- 
surance and excess fields. Consequent- 
ly, 1961 is expected by the reinsurers 
te be more competitive than 1960. 

North America, Employers Liability, 
Fireman’s Fund, Continental Casualty, 
Stuyvesant, Mutual Boiler, and Com- 
merce & Industry Ins. Co. (Associ- 
ated Reciprocal Exchanges) have been 
in reinsurance surplus, or facultative 
(or all three) for some time and do 
a considerable volume. Four large 
stock agency companies are just get- 
ting into the reinsurance, excess, or 
facultative fields, and a fifth large one 
may do so in a year or two. Several 
of the latter companies have been 
“practicing” in a small way in order 
to test procedures and determine man- 
agement and merchandising policies. 
They are, or soon will be, ready to 
make their presence felt. 


One By-Product 


One discovery these insurers make 
right away is that the reinsurance on 
its primary writings can be improved, 
perhaps most often by revising their 
internal procedures to reduce needless 
expense. This has been, they say, an 
important by-product of studying re- 
insurance with the purpose of getting 
into it. It also has taken time and has 
delayed to some extent their entry into 
competitition for reinsurance business. 

Allstate and Nationwide Mutual 
started operating in the reinsurance 
field a year or two ago. Over and above 
the facultative trading of reinsurance 
by primary insurers (reciprocity), 
which always has gone on apace, a 
number of primary companies have 
substantial sums committed to rein- 
surance via pools, such as Amreco, 
Excess & Treaty Management, and 
New England Reinsurance Corp. 

However, one factor that is apt to 
moderate the intensity of 1961 com- 
petition is the continuing caution of 
London Lloyd’s and the British insur- 
ers with respect to American business. 
These markets tightened up on their 
commitments and arrangements in this 
- country two or three years ago. 

They are still competitive. Amer- 
ican insurers and reinsurers expect 
them to continue to be competitive. 
In fact, many insurer and reinsurer 
executives recognize the necessity of 
the capacity they provide and the de- 
sirability of the spread that they fur- 
nish. 


More Adjustment Ahead 


Yet the London underwriters have 
had their bumps with American busi- 
ness—and the impact of the poor ex- 
perience has not yet been entirely ab- 
sorbed. More adjustment, it is said, lies 
ahead. One observer believes that 
Lloyd’s underwriters will be asked to 
increase their loss reserves on Amer- 
ican casualty business another 5%. 

The continued tightness of the Lon- 
don market has had its impact on the 
fortunes of the American brokers. It 
has made times more competitive for 
them. However, the experienced, alert 
Lloyd’s representative very often has 
other facilities, including a growing 
number of non-admitted and faculta- 
tive markets in the U.S. 

Thus, though competition is increas- 
ing, it is not as tough and expensive 
as it might be if the London market 
were as aggressive on coverage and 
price as it was four years ago or so. 

The entry of more American capi- 
tal into the reinsurance market rep- 
resents something of a cycle. The re- 
insurers have had several fairly good 
years. This has tended in the past, as 
jt is doing at present, to attract com- 
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GAB Makes Nine . 
Promotions, Changes 
In Western Unit 


General Adjustment Bureau’s west- 
ern department at Chicago has made 
a number of promotions and changes: 

Sterling L. Bassett, regional man- 
ager of the metropolitan Chicago area, 
becomes executive general adjuster, 
effective Jan. 1. He will be succeded 
in his present post by Howard C. 
King, currently manager of the Chi- 
cago Loop office. He, in turn, will be 
succeeded by Arthur B. Woolverton, 
now manager of the Chicago north 
side office. Raymond J. Caldwell, man- 
ager at Lombard, IIl., will assume the 
post vacated by Mr. Woolverton. 

T. L. Nelson Jr., manager at Mar- 
quette, Ill., has been transferred to the 
Chicago south side office as general 
adjuster and is succeeded at Marquette 
by Gordon F. Thompson, manager at 
Evanston, Il. 

Alfred V. Haerer, regional manager 
at Sioux Falls, has been named ex- 
ecutive assistant at the Chicago de- 
partmental office and will assume re- 
sponsibilities involving personnel and 
education. He is succeeded at Sioux 
Falls by James L. Chancellor, Des 
Moines manager. 

Lester A. Reid, manager marine di- 
vision, Chicago, has been assigned ad- 
ditional duties, working with J. F. 
Boehner, assistant general manager, in 
the supervision of Michigan. Mr. Reid 
will retain his present title and re- 
sponsibilities in the marine division. 

Mr. Bassett joined Western Adjust- 
ment in 1934 and subsequently served 
at Aurora, La Salle and Waukegan 
(Ill.) He returned to Chicago in 1947 
and has been regional manager since 
1956. Mr. King began with Western 
in 1935 and was in Illinois and Indi- 
ana before returning to Chicago in 
1953. He has been Loop office manager 
since 1956. Mr. Woolverton joined the 
company in 1941 and has been mostly 
in the Chicago area, becoming man- 
ager of the south side office in 1956 and 
of the north side in 1958. 

Mr. Caldwell has previously been 
manager Muncie, Ind., and Carbon- 
dale, Ill. He began with GAB in 1947 
at Jefferson City, Mo. Mr. Nelson 
joined Western Adjustment in 1937 
and had various assignments in Mis- 
souri, Illinois, Iowa, Indiana and Ken- 
tucky before becoming manager at 
Marquette in 1955. Mr. Thompson 
joined the company in 1940 and was in 
Indiana and Michigan, becoming 
Evanston manager in 1956. 

Mr. Haerer joined the organization 
in 1930 and served in Kansas and Ne- 
braska before his appointment in South 
Dakota in 1954. Mr. Chancellor joined 
Western Adjustment in 1947 and was 
in Joplin, Mo., Pittsburg, Kan., and 
Marshallton, Ia. 


St. Louis CPCUs Elect 


St. Louis CPCU chapter has elected 
Robert C. Hunter, Daniel & Henry, 
president. Also elected are Roger P. 
English, E. D. English & Co., 1st vice- 
president; David R. Anderson, Marsh 
& McLennan, 2nd vice-president; Win- 
ston Brown, Crum & Forster, treasur- 
er; and Melvin E. Crawford, Marsh 
& McLennan, secretary. 





petition. If history repeats, some of 
this new money will stay in reinsur- 
ance to provide a broader market for 
reinsurance in this country. It will be- 
come seasoned and permanent. Some 
of it will run into difficulties and drop 
out. For while some of the reinsurers 
(CONTINUED ON PAGE 38) 


Southern Agents Hold 


Successful Session 

The workshop of Southern Agents 
Conference held in Atlanta set an at- 
tendance record. All states in the con- 
ference were represented at the meet- 
ing, which was a work session for SAC 
committees. Dave Johnson of Pensa- 
cola, SAC chairman, presided, assisted 
by J. M. Anderson of North Wilkes- 
boro, N. C., vice-chairman, and Thom- 
as Bruner of Atlanta, secretary. 

The five committees and their chair- 
men consisted of casualty, Harold Eus- 
tis of Greenville, Miss.; property, C. 
A. Meriwether of Atlanta; legislative, 
Wilbur Allen of Birmingham; agency 
management, Richard B. Elliott of 
Richmond, and public relations, Jack 
Neumann of Arlington, Va. 


Consider Expanding 
Mich. Medicare System 


LANSING—Cost of the federally 
authorized “medicare” program has 
proved less than anticipated in Mich- 
igan, the first state to pass enabling 
legislation under the congressional act. 

As a result of the moderate ex- 
pense, Sen. Lloyd A. Stephens, Scott- 
ville, chairman of a joint legislative 
committee studying the program, said 
during the past week that his group 
will recommend expanded benefits 
when the 1961 session convenes. 

The program was authorized in 
Michigan at a special legislative ses- 
sion in September. Since then only 
2,596 aged patients have been approved 
for participation. 

Stephens said the existing program 
could be expanded by adding nursing 
care at home, utilization of nursing 
homes after full hospital care for cer- 
tain cases, and by raising from $2,000 
to $2,500 the amount of allowable in- 
come for a couple in the qualification 
provision of the law. 

Michigan’s pioneering participation 
in the plan is being watched by many 
other states, Stephens indicated, and 
“from experience to date we believe 
the new provisions will not increase 
state costs but actually will result in 
long-term savings.” Cost for a fiscal 
year is now estimated at $10,800,000, 
with the federal government bearing 
half of this expense, the state 40% 
and counties 10%. 


N. D. Department Loses 


Prerogative Injunction Try 


The controyersy between the state 
insurance department and Blue Cross 
will not be taken to the North Dakota 
legislature. The state lost its attempt 
to have a prerogative injunction is- 
sued by the supreme court against Blue 
Cross. Commissioner Jensen announced 
he would carry the case to the legisla- 
ture. He said he hoped the legislature 
“would take some appropriate action 
to contain the Blue Cross within its 
legal rights.” He said his powers to 
approve contracts should be made 
clear. 

Blue Cross placed a new contract in 
effect Sept. 1 against the wishes of the 
insurance department. The state sought 
to have a prerogative injunction is- 
sued by the supreme court, but the 
court refused to take jurisdiction, say- 
ing that no question of the people’s 
welfare or of the state’s sovereignty 
was involved just because the wishes 
of a constitutional officer were not up- 
held. 

Macon (Ga.) Assn. of Insurance 
Agents has elected Jack K. Lasseter 
president, W. W. Connell vice-presi- 
dent, and Billy Leggett secretary. 
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National Fire | 


Promotes Mulcahy, | 
Wert At Chicago 


National Fire has made two promo- 
tions at Chicago: T. L. Mulcahy, from 
assistant manager to associate manag. ° 
er of production, and William J. Wert, 
from superintendent to assistant man- 
ager of marine and multiple peril. 

Mr. Mulcahy joined the company as 
farm special agent in 1931. In 1934 
he was transferred to Wisconsin to 
handle all classes and in 1944 was 
named state agent there. Appointed 
manager of the fire, marine and multi- 
ple peril division for Wisconsin and 
Michigan’s Upper Peninsula in 1957, 
he was promoted to assistant manager ; 
at Chicago in August of this year. 

Mr. Wert joined the company in 
1941 in inland marine. He was ap- 
pointed northern Illinois special agent 
in 1951 and transferred to Wisconsin 
in 1958. In 1955 he was named super- 
intendent of the Nebraska service of- 
fice at Omaha and since 1957 has been | 
superintendent at Chicago. 


Atlantic M utual Names | 
Grand Rapids Manager | 


Atlantic Mutual has appointed P. | 
Richard Kincade manager at Grand 
Rapids. Mr. Kincade was a field man 
in eastern and midwest states before 
joining Atlantic Mutual in 1956 as 
special agent at Grand Rapids. He was 
subsequently advanced to state agent. 








Koerble Is Now Chairman 
Of Market Mens Mutual 


Herman F. Koerble, president, has 
been elected chairman of Market Mens 
Mutual. He has been active in the 
company for more than 20 years as a 
director, vice-president and president. 

Mr. Koerble is a past president of 
Milwaukee Retail Meat Dealers Assn. 
and also served as secretary of that 
group until it merged into what is 
now known as Food Dealers Assn. He 
also has been a member of the board 
of Kilbourn State Bank since 1933 and 
is currently its president, which post 
he has held since 1941. 




















Stocks 


By H. W. Cornelius of Bacon, Whipple & Co. 
135 S. La Salle St., Chicago, Dec. 27, 1960 

















































Bid Asked 
$ $ 
PR: COAT ssivsssccicinreviciescwisiss 94 98 | 
Aetna FA]. .co...cc000.00.0. 91% 93 
American Equitable .. 41% 42% 
American, Newark ........... 2742 28% 
American Motorists 18 20 
Boston 31 32 
Continental Casualty  .........08 8642 88 
ye 7242 74% 
Federal 57% 58% | 
Fireman’s Fund 54 55% | 
General Re. ........... 121 125 
Glens Falls ............ 38% 39% | 
Great American 49% 651 
Hanover 42% 43% 
INN SUP TIID .- epinihexntcmeevetsateacevtaresiocs 554% 57 
624% 63% 
76 78 
Jersey Ins. 33 34% 
Maryland Casualty  ...........ccccee 36% 38 
SIN IIIIEOL - Gssssovssueustsescanesovessiess 3812 95 | 
National Fire ........ 122 126 
NG IIR: » seisctaracsnsvarsivnniinsctvins 40% 42 
New Amsterdam Cas. .........0000 634% 65 
New Hampshire . .............ccccccccceesee 51% 53 
IIs TUPNUUIE scsiksvinessvssestincopnseaniicssins 414% 43 
IIE 5 cc cssséstsanitoneastasetinais 24 25% 
I REOOUIRG: sccscesccaxeceressnicsecmsicaone 8342 = 85 
BI III. . scrsnsincsciensnsiicecbiiasaiasinte 18% 19% 
BONED. SED. GE TU, W... wiscincccscesosice 22% 24 
Reliance 57 59 
St. Paul F. & M.. 59% 61 | 
Springfield F. & M. 35 36 
Standard Accident . 4642 47% 
Travelers 91 92 
5 ee oe 2: enone 41 42% 
U. S. Fire 29% 30% 
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O'Neill Retiring At 
Utica Fire, Chappell 


Is Named Successor 

J. J. O’Neill, vice-president and gen- 
eral manager of Utica Fire, is retiring 
at year end, and Howard W. Chap- 
pell has been elected executive vice- 
president and chief executive officer. 
Mr. O’Neill has been with the com- 
pany 31 years. He was named assist- 
ant secretary in 1931, a director in 
1932, and general manager in 1934. He 
will continue as a director but plans to 
spend a good deal of time in Florida. 

J. Philip Graney has been elected 
vice-president and will have charge of 
the agency division. He joined the 
company in 1948 and for several years 
has been in the production field. 

Mr. Chappell has been secretary. He 
has been in insurance 27 years and 
joined Utica Fire at the beginning of 
1946. He has served principally in un- 
derwriting. He will continue as sec- 
retary in addition to his new position. 


Heart Of America Pond Initiates 

Heart of America pond of Blue 
Goose held its semi-annual meeting at 
Kansas City. Most Loyal Gander Earl 
N. Boutell Jr. conducted the meeting 
and Past Most Loyal Grand Gander 
Alex B. Young presented the “charge” 
to the initiates. 


Standard Accident Raises Betteridge 
William K. Betteridge has been 
named chief casualty underwriter of 
Standard Accident at Kansas City. He 
began his insurance career with Amer- 
ican Surety in 1956 and was casualty 
superintendent of that company prior 
to joining Standard Accident this year 
as an underwriter at Kansas City. 
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Pyott Bituminous Cas. 
Philadelphia Manager 


Bituminous Casualty has appointed 
A. M. Pyott man- 
ager and William 
A. Tulskie assis- 
tant manager at 
Philadelphia. 

In the business 
40 years, Mr. 
Pyott has been as- 
sistant manager at 
Philadelphia since 
the branch was 
opened in 1957. 
Mr. Tulskie has 
been an underwri- 
ter there since 
1958. 


25% Stock Dividend For 


American Premier of Minn. 
Directors of American Premier of 
Rochester, Minn., have declared a 25% 
stock dividend payable Dec. 30 to stock 
of record Dec. 21. There are 30,000 
shares of common stock outstanding. 





A. M. Pyott 


Western Conference of Special Risk 
Underwriters will hold its annual 
meeting Jan. 13 in the Bismarck Hotel, 
Chicago. 

Mutual Bureau has decreased BI 
and PDL rates on commercial cars in 
Iowa an average of 2.7% and has in- 
creased division 1 garage risks an av- 
erage of 7.9%, effective Dec. 28. 

Fireman’s Fund on Jan. 1 will re- 
place its service office at Sacramento 
with a branch at 2401 J Street. The 
branch office will have 50 employes 
headed by Manager G. Earl Williams. 
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GIVES EVERYONE A COMFORTING FEELING... 


Where the Liability hazard is great or where there’s a heavy investment 
in property or equipment, Reinsurance provides the necessary protection. 
To keep your customers safe...to keep them satisfied...suggest that your 
company contact us if they are unable to handle the risk. Specialists for 
over a quarter century in Reinsurance — Facultative, Treaty and Excess of Loss. 


“SERVICE is our most Important Product” 


EWHOUSE 
~xe FJ AWLEY 


INCORPORATED 


123 WILLIAM ST. * NEW YORK 38, N. Y. « BArclay 7-1366 © Teletype NY 1-2823 
175 W. JACKSON BLVD. * CHICAGO 4, ILL. » HArrison 7-7890 © Teletype CG 1026 
RHODES-HAVERTY BLDG. * ATLANTA 3, GA. « JAckson 4-3856 

3130 N. MERIDIAN ST. « INDIANAPOLIS 8, IND. * WaAlnut 4-5391 





Hainline Heads Hail 


Adjustment Assn. 


Robert E. Hainline, Hartford Fire, is 
the new president of Hail Adjustment 
& Research Assn. He was elected at 
the annual meeting in Chicago to suc- 
ceed H. W. Wyant, Great American. 

Other officers are: Vice-president, 
H. J. Clough, Crop Insurance Group; 
secretary-treasurer, E. R. Fosse, Na- 
tional Fire, and assistant secretary, 
K. S. Ogilvie. 

Mr. Wyant announced in his presi- 
dential address that the association 
will continue its research grant in sev- 
eral states where the work is not 
completed. 


Detroit CPCU Chapter 


Elects Sullivan President 


Detroit CPCU chapter has named 
George L. Sullivan, Standard Accident, 
president. 

Other officers elected are James 
A. Babb, Michigan Mutual Liability, 
vice-president; John Dreifus, Wood- 
ward agency, secretary, and Robert C. 
Lutz, Standard Accident, treasurer. 


Pittsburgh Surety Unit Elects 

Surety Assn. of Pittsburgh, at its 
annual meeting, elected Edward Myers, 
Travelers, president; John Howe, 
American Surety, vice-president; Otis 
E. Thompson, Aetna Casualty, treas- 
urer, and Thomas B. Carmichael, 
Great American, secretary. 

North Louisiana Fieldmen’s Club 
has elected Ray Majure, Hartford 
Fire, president; Harris Darwin, Treze- 
vant & Cochran general agency, vice- 
president Omar D. Cauby, Aetna Fire, 
secretary-treasurer, and J. W. Worthy, 
America Fore Loyalty group, sergeant 
at arms. 

Commissioner Gold of North Carol- 
ina, for the second time, has refused 
a 15% deviation on homeowners for 
Merchants Fire of New York. He noted 
that the company had an underwriting 
loss. He rejected an earlier filing be- 
cause of insufficient experience of the 
company on the line. 


New Insurance Phone 
Book Of Boston Ready 


The Boston Insurance Telephone 
Directory has just been published by 
the National Underwriter Co. In it 
are the names, addresses and telephone 
numbers of persons active in Boston 
insurance. Copies may be obtained for 
$1 each from the National Underwriter 
Co., 420 East Fourth Street, Cincinnati 
2, Ohio. 
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Hint Legislation On 
Michigan Blue Cross 


Hospital Qualifications 

LANSING—Possible legislation to 
establish qualifications for hospitals 
to come under Michigan Hospital Serv- 
ice (Blue Cross) has been hinted by 
the chairman of a state senate com- 
mittee studying Blue Cross-Blue Shield 
operations in Michigan. 

Following a committee hearing, Sen, 
Clarence Graebner, Saginaw, himself 
an agent, said there seemed possible 
basis for some complaints relative to 
excluding certain hospitals under pres- 
ent Blue Cross rules. One specific com- 
plaint given an airing was that of own- 
ers of a 28-bed hospital in Detroit, 
who said they had attempted for years 
to obtain Blue Cross certification for 
their institution but had been re- 
peatedly rejected. Bennett J. McCarthy, 
Blue Cross director of hospital affairs, 
contended the hospital never had been 
able to meet Blue Cross standards. 


Chiropodist Wants In 


The issue of admitting other than 
medical doctors in Blue Shield also 
was raised at the hearing. A chiro- 
podist had complained that his patients 
had to have a medical doctor’s cer- 
tification in order to be treated in a 
Blue Cross hospital. Mr. McCarthy said 
Blue Cross officials felt that a hospital 
patient should be under jurisdiction of 
a medical physician, but he denied that 
medical doctors had generated pressure 
to exclude other types of practitioners. 

Some complaints on mounting pre- 
mium costs also were discussed by the 
committee. It was noted that rates 
have been raised six times in the past 
seven years. 


North America Names 
First Lady Ofticer; 
Bailey Also Elevated 


North America has elected Ruth E. 
Salzmann and Robert A. Bailey as- 
sociate actuaries. 

Miss Salzmann is the first woman to 
become an officer. She joined North 
America in 1959 as an assistant actuary 
after experience with Hardware Mu- 
tuals of Stevens Point, Wis., from 1940 
until 1959. A fellow of Casualty Ac- 
tuarial Society since 1947, she has 
served on its council and is a member 
of its educational committee. 

Mr. Bailey entered insurance in 1954 
with National Bureau. He became an 
assistant actuary with Hardware Mu- 
tuals in 1956, and joined North Ameri- 
ca in 1959 in the same capacity. Mr. 
Bailey is a fellow of Casualty Actuarial 
Society and is on its examination 
committee. 





East—Fire Eng. Mgr. $13,000 
IIl—Dist. Sls. Mgr. $12,000 
East—Electronics Mgr. $12,000 
East—Fire Loss Mgr. $11,000 
East—Bond Loss Supv. $ 9,000 
Mo.—Data Proc. Asst. $ 8,500 
East—Exc./Surp. L. Jr. Undr. $ 8,500 


330 S. Wells 





CURRENT INSURANCE OPPORTUNITIES 


These listings representative of openings in all areas of the country. Write for “HOW WE 
OPERATE”. No obligation to register. All inquiries handled confidentially. 


INSURANCE PERSONNEL EXCLUSIVELY 
HArrison 7-9040 


East—Pub. Rel. Dept. Asst. $8,500 
South—Jr. Controller $8,500 
Midwest—Agcy. Fire Und. Supv. $8,000 
Chgo.—Corporate Ins. Asst. $8,000 
Midwest—Cas. Eng. Supv. $8,000 
M. West—Jr. Fleet Undr. $8,000 
East—Boiler Inspec. $7,000 


Chicago 64, Ill. 
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Scadden Retires From 


Surplus Line Assn. 

Thomas A. Scadden, for the past 15 
years manager of Surplus Line Assn. 
of California, retires Dec. 31 at his 
own request. John L. Guidery, assistant 
manager for six years, will succeed 
him, and A. Lester Lathrop becomes 
assistant manager. 

Mr. Scadden entered the insurance 
business in 1912 with U.S.F.&G. at 
San Francisco. 

Before joining the association and 
during World War II, he was zone in- 
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surance examiner for the quartermas- 
ter corps of the army, which at that 
time was engaged in construction of 
army camps in California and other 
western states. Later on, the corps of 
engineers took over this work from the 
quartermaster corps and he was ap- 
pointed division insurance examiner 
for four engineer divisions: North Pa- 
cific, South Pacific, Mountain and 
Hawaii. 

During this period with the govern- 
ment Mr. Scadden handled the placing 
and supervision of all War Department 
insurance on a cost-plus-fixed-fee basis 


in these divisions and was also given 
the supervision and placing of all in- 
surance on construction of the Alcan 
Highway in Canada and the Pan 
American highway in Central America. 
He was the only corps of engineers 
insurance examiner who had control 
of more than one division. In addition, 
he supervised and placed all insur- 
ance in the Hawaiian Islands and other 
islands, including New Zealand. 

Northern of New York has named 
R. Manning Brown Jr., president of 
New York Life, a director. 








Some people say that the pursuit of Security is like the hunt for happiness — look 


for it as an end in itself, and you'll never find it; strive for it in the course of a full, productive 


Security 


IS THE GOAL 





line company pledged to the American agency system. It’s the line priced to meet direct-writer competi- 
tion; it’s made to sell fast with modern features like monthly payments and deviated policies. 


Security-Connecticut, in short, is a name to remember — makes millions of lives more satisfying, more secure. 


SECURITY-CONNECTICUT — the single source for all these lines: 


life + 
bonds « 


The 


Security + Connecticut 


Insurance Group 


New Haven 5, Connecticut 


accident 


life, and it will come your way, almost unbidden. 


for protection from adversity — for family and 
business alike. To you, Security-Connecticut opens the 


door to more and better business — as the multiple 


* fire + casualty + group « 





SECURITY IS 
OUR PRODUCT 


gy 


Security-Connecticut, on the other hand, is worth 
pursuing as a goal in itself. Its by-products, too, are 
prosperity, protection, and peace of mind. 


Your clients know that Security-Connecticut stands 


automobile 
and all other forms of personal and business insurance 


Security Insurance Company of New Haven 
Connecticut Indemnity Company 

Founders’ Insurance Company 

Fire & Casualty Insurance Company of Connecticut 
£ _ Security-Connecticut Life Insurance Company 


* marine 
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Wyatt Is Advanced 
By Hartford Fire 


Hartford Fire has advanced James 
F. Wyatt from secretary to vice-presi- 
dent and secretary. He joined the 
company in 1939 and was an engineer 
in the southern department before 
serving in World War II. Returning to 
the company in 1946, Mr. Wyatt be- 
came special agent in Mississippi and 
later in Louisiana. He was appointed 
agency superintendent in the southern 
department in 1954 and was trans- 
ferred to the home office on his elec- 
tion as secretary in 1956. 


N.Y. Board Reports Nov. 


Losses, Amount Increased 


New York Board reports fire, EC and 
sprinkler losses for November, com- 
pared with the same month in 1959, 
increased in number 87.4% to 1,190 
and increased in amount 24.4% to $2,- 
795,570. For the first 11 months of 
1960, losses have increased in number 
86.17% to 18,170 and have increased in 
amount 11.19% to $28,583,595. 


Keaton And Nesman Ending 
Their Careers With Boston 


William H. Keaton, state agent at 
Parkersburg, W. Va., and Carl H. Nes- 
man, chief accountant at Lansing, 
Mich., have retired from Boston. 

Mr. Keaton started in 1920 with 
Virginia Inspection & Rating Bureau 
at Richmond. He went with America 
Fore in 1923 as Florida special agent 
and was transferred to Virginia in 
1930. He joined Boston in 1937 as 
state agent at Parkserburg. 

Mr. Nesman started with Boston in 
1920 in the accounting department at 
Lansing and subsequently had charge 
of the reinsurance and cancellations 
departments. 


Elect O’Day President Of 


St. Louis Surety Assn. 


Joseph M. O’Day, Hartford Accident, 
has been elected president of Surety 
Underwriters Assn. of St. Louis, suc- 
ceeding Orville Sackett, U.S.F.&G. Paul 
V. Pruess, Massachusetts Bonding, is 
vice-president, and Ray Gabel, Travel- 
ers, is secretary-treasurer. 


Mutual Of Omaha Names 
Three General Agents 


New general agents of Mutual Ben- 
efit H.&A. are Theodore Rice at Little 
Rock, John Kemp at Pine Bluff, Ark., 
and J. Lynn Golden at Jacksonville. 
They have been division managers. 


Cravens, Dargan Names Raines 

Cravens, Dargan has appointed Aani- 
on A. Raines production manager at 
Houston for Texas, Louisiana and 
New Mexico. He joined the managing 
general agency in 1953 as a multiple 
line special agent. 


K. L. PEARCE COMPANY 


PAYROLL AUDIT SERVICE 
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HOME OFFICE: INSURANCE EXCHANGE Bldg. 

DES MOINES, [OWA * Phones CH 3-8649, CH 3-8640 

1OWA © MINNESOTA @ DAKOTAS ¢ NEBRASKA 
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Insurer Operating Results 


At End Of First Nine Months 


Underwriting results of companies in the first nine months of 1960, as com- 
piled from reports filed with the California department, are shown below. In- 
surers licensed in California are required to file quarterly statements of nation- 
wide experience. This is required also in New York, but there the figures are 
not public record. 

In the tabulation below, only companies writing $1 million or more in earned 
premiums in the first nine months are included. All columns are rounded off 
to $100,000, so that 

4.8 is $4,800,000 
.4 is $400,000 
—.3 is a loss of $300,000 
.0 is an increase of less than $100,000 
—.0 is a decrease of less than $100,000 


Prems. 
Earned 
Losses 
Incurred 

Net Und. 
Gain or Loss 
Investment 
Income 
Surplus 

Gain or Loss 


Accident & Cas. 
Aetna Casualty 
Aetna Fire 
Affiliated FM 
Agricultural 
Albany 

Alliance 

Allied Amer. Mut. 
Allied Comp. 
Allstate Fire 
Allstate 

Amer. & Foreign 
Amer. Auto 
Amer. Bankers 
Amer. Cas. 

Amer. Central 
Amer. Credit Indem. 
Amer. Empl. 
Amer. Equit. 
Amer. Fid. & Cas. 
Amer. Guar. 

Amer. Fid. Fire 
Amer. Hard. Mut. 
Amer. Home 
Amer. Indem. 
American 

Am. Manufs. Mut. 
Amer. Motorists 
Amer. Mut. Liab. 
Amer. Nat. Fire 
Am. Policyholders 
Amer. Reins. 
Amer. Surety 
Amer. Union 
Anchor Cas. 
Argonaut 
Arkwright Mut. 
Assoc. Indem. 
Assur. of Amer. 
Atlantic 

Atlantic Mut. 
Atlantic Nat., Fla. 
Atlas 

Auto Mutual 
Autoplan 

Badger Mut. 
Balboa 
Balfour-Guthrie 
Bankers & Shippers 
Birmingham F.&C. 
Birmingham, Pa. 
Blackstone Mut. 
Boston Manuf. Mut. 
British Amer. 
British & Foreign 
Buffalo 

Cal-Farm 

Cal. Comp. & Fire 
California 

Cal. State Auto 
Cal. Union 

Calvert 

Camden Fire 
Canadian Fire 
Canadian Indemn. 
Carolina Cas. 
Cascade 

Cas. Ins., Cal. 
Cavalier 
Centennial 

Central Mut. 
Central Nat. 
Central Surety 
Century 
Christiania Gen. 
Citizens Cas. 
Citizens, N.J. 
Civil Serv. Empl. 
Colonial 

Columbia Cas. 
Commerce & Indus. 
Commercial, Tex. 
Commercial, N.J. 
Commercial Stand. 
Commercial Un. Assur. 
Commercial Un. N.Y. 
Commonwealth 
Connecticut 

Conn. Indemn. 
Consol. Amer., S.C. 
Continental Cas. 
Continental 
Copenhagan Re 
Dubuque F.&M. 
Eagle Fire 

Eagle Star 
Electric Mut. Liab. 
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THE NORTHERN ASSURANCE COMPANY, LTD. 
CITIZENS CASUALTY COMPANY OF NEW YORK 
AMERICAN HOME ASSURANCE COMPANY 


SKANDINAVIA INSURANCE COMPANY, LTD. 
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Scadden Retires From 


Surplus Line Assn. 

Thomas A. Scadden, for the past 15 
years manager of Surplus Line Assn. 
of California, retires Dec. 31 at his 
own request. John L. Guidery, assistant 
manager for six years, will succeed 
him, and A. Lester Lathrop becomes 
assistant manager. 

Mr. Scadden entered the insurance 
business in 1912 with U.S.F.&G. at 
San Francisco. 

Before joining the association and 
during World War II, he was zone in- 
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surance examiner for the quartermas- 
ter corps of the army, which at that 
time was engaged in construction of 
army camps in California and other 
western states. Later on, the corps of 
engineers took over this work from the 
quartermaster corps and he was ap- 
pointed division insurance examiner 
for four engineer divisions: North Pa- 
cific, South Pacific, Mountain and 
Hawaii. 

During this period with the govern- 
ment Mr. Scadden handled the placing 
and supervision of all War Department 
insurance on a cost-plus-fixed-fee basis 


in these divisions and was also given 
the supervision and placing of all in- 
surance on construction of the Alcan 
Highway in Canada and the Pan 
American highway in Central America. 
He was the only corps of engineers 
insurance examiner who had control 
of more than one division. In addition, 
he supervised and placed all insur- 
ance in the Hawaiian Islands and other 
islands, including New Zealand. 

Northern of New York has named 
R. Manning Brown Jr., president of 
New York Life, a director. 





Some people say that the pursuit of Security is like the hunt for happiness — look 





for it as an end in itself, and you'll never find it; strive for it in the course of a full, productive 


Security 
iS THE GOAL 





line company pledged to the American agency system. It’s the line priced to meet direct-writer competi- 
tion; it’s made to sell fast with modern features like monthly payments and deviated policies- 


Security-Connecticut, in short, is a name to remember — makes millions of lives more satisfying, more secure. 


SECURITY-CONNECTICUT — the single source for all these lines: 


life « 
bonds «+ 


The 


Security * Connecticut 


Insurance Group 


New Haven 5S, Connecticut 


accident 


life, and it will come your way, almost unbidden. 


for protection from adversity — for family and 
business alike. To you, Security-Connecticut opens the 


door to more and better business — as the multiple 


* fire + casualty + group «+ 





SECURITY IS 
OUR PRODUCT 


Security-Connecticut, on the other hand, is worth 
pursuing as a goal in itself. Its by-products, too, are 
prosperity, protection, and peace of mind. 


Your clients know that Security-Connecticut stands 


automobile 
and all other forms of personal and business insurance 


Security Insurance Company of New Haven 
Connecticut Indemnity Company 

Founders’ Insurance Company 

Fire & Casualty Insurance Company of Connecticut 
¢  Security-Connecticut Life Insurance Company 


* marine 
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Wyatt Is Advanced 
By Hartford Fire 


Hartford Fire has advanced James 
F. Wyatt from secretary to vice-presi- 
dent and secretary. He joined the 
company in 1939 and was an engineer 
in the southérn department before 
serving in World War II. Returning to 
the company in 1946, Mr. Wyatt be- 
came special agent in Mississippi and 
later in Louisiana. He was appointed 
agency superintendent in the southern 
department in 1954 and was trans- 
ferred to the home office on his elec- 
tion as secretary in 1956. 


N.Y. Board Reports Nov. 


Losses, Amount Increased 

New York Board reports fire, EC and 
sprinkler losses for November, com- 
pared with the same month in 1959, 
increased in number 87.4% to 1,190 
and increased in amount 24.4% to $2,- 
795,570. For the first 11 months of 
1960, losses have increased in number 
86.17% to 18,170 and have increased in 
amount 11.19% to $28,583,595. 


Keaton And Nesman Ending 
Their Careers With Boston 


William H. Keaton, state agent at 
Parkersburg, W. Va., and Carl H. Nes- 
man, chief accountant at Lansing, 
Mich., have retired from Boston. 

Mr. Keaton started in 1920 with 
Virginia Inspection & Rating Bureau 
at Richmond. He went with America 
Fore in 1923 as Florida special agent 
and was transferred to Virginia in 
1930. He joined Boston in 1937 as 
state agent at Parkserburg. 

Mr. Nesman started with Boston in 
1920 in the accounting department at 
Lansing and subsequently had charge 
of the reinsurance and cancellations 
departments. 


Elect O’Day President Of 


St. Louis Surety Assn. 


Joseph M. O’Day, Hartford Accident, 
has been elected president of Surety 
Underwriters Assn. of St. Louis, suc- 
ceeding Orville Sackett, U.S.F.&G. Paul 
V. Pruess, Massachusetts Bonding, is 
vice-president, and Ray Gabel, Travel- 
ers, is secretary-treasurer. 


Mutual Of Omaha Names 
Three General Agents 


New general agents of Mutual Ben- 
efit H.&A. are Theodore Rice at Little 
Rock, John Kemp at Pine Bluff, Ark., 
and J. Lynn Golden at Jacksonville. 
They have been division managers. 


Cravens, Dargan Names Raines 

Cravens, Dargan has appointed Aani- 
on A. Raines production manager at 
Houston for Texas, Louisiana and 
New Mexico. He joined the managing 
general agency in 1953 as a multiple 
line special agent. 


K. L. PEARCE COMPANY 


PAYROLL AUDIT SERVICE 
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Empl. Cas., Tex. 
Employers Fire 
Employers Liab. 
Empl. Mut. Cas. 
Empl. Mut. Fire 
Empl. Mut. Liab. 
Employers Re 
Enterprise 

Equitable F.&M. 
Exchange Cas & Sur. 
Factory Mut. Liab. 
Farmers Fire 
Farmers Home Mut. 
Farmers Mut. Hail 
Federal 

Federal Mut. 
Fidelity & Cas. 
Fidel. & Deposit 
Fidelity-Phenix 
Financial Indem. 
Fire & Cas., Conn. 
Firemans Fund 
Firemen’s 

Firemen’s Mut. 
First Nat. 

Founders 

General Acc. 
General Fire & Cas. 
General, Seattle 
General, Trieste 
General, Tex. 
General Reins. 
General Security 
Glens Falls 

Globe & Republic 
Globe Indemnity 
Government Employees 
Grain Dealers Mut. 
Great American 
Great Central 
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Gulf 
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Harbor 
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Hardware Mut. Cas. 
Hartford Acc. 2 
Hartford Fire 1 
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Home Indemn. 
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Hospital Serv., Cal. 
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Illinois 
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Indemnity of . % 
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Industrial Mut. 

Ins. Co. of N.A. 

“4 4 : * ° Ins. Co. Of St.Louis 
How objective is your perspective? is, Se, ieee ae Pe. 
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London & Lancashire 
London Assur. 
London Guar. 
Lumb. Mut. Cas. 
Lumb. Mut., O. 
Maine Bonding 
Manuf. Mut. Fire 
Marathon 

Marine 

Maritime 

Maryland Cas. »¢ 
Mass. Bonding ° 
Med. Protective 
Mercantile 

Merchants & Manuf. 
Merchants Fire, N.Y. 
Merchants Ind. 
Merit Plan 

Mich. Millers Mut. 
Mich. Mut. Liab. 
Today's increased competitive tempo and the profit squeeze leave an a en? 

ever narrowing margin for error in top management decisions. The a om 
new insurance climate demands the type of objective thinking which Millers Mut. Fire, Pa. 
can only grow out of a completely impartial evaluation of your a Leg oe 
company's operations. Millers National 


What is the answer? Obviously there is no panacea, but chief executive a, 

officers of an increasing number of insurance companies recognize the Mission 

value of the objective viewpoint that a good consulting firm can bring a 

them — particularly one composed of specialists in the various phases Munich Re 

of insurance operations. Mutual Boiler 

‘ 5 . e , Mut. Service Cas. 

Frank Lang & Associates, Inc. is a national consulting organization National Amer. 

devoting its entire effort to the insurance business. Because of broad National Auto & Cas. 

5 is: > ‘ Pam eee , Lee ae Nat.-Ben Franklin 

and varied experience in evaluating insurance problems of today and National Cas. 

in anticipating those of tomorrow, the firm can bring tested objectivity National Fire 

to bear on an analysis of your operations. Informal preliminary meet- ee ere 

ings for discussion can be arranged without obligation. National Union 
Nat. Union Indem. 
New Amst. Cas. 


\ 
FRANK LANG & ASSOCIATES, INC. New England 
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New York Fire 

N. Y. Underwriters 
New Zealand 
Newark 

Niagara 
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for the Insurance Business 
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Agent-Company Cooperation Need Cited 


Underwriters should take trips into 
the field, talk to agents and see actual 
problems on the spot. In recommend- 
ing this procedure in a talk at Syracuse 
I-Day, sponsored by Insurance Field 
Club and Casualty & Surety Club of 
Syracuse, J. Paul Pizor, assistant vice- 
president of Excelsior, said the busi- 
ness should get away from class un- 
derwriting just as much as possible. He 
believes companies should train under- 
writers to look for ways to write a risk 


rather than refuse it. He emphasized 
that he does not advocate loose under- 
writing which would only make the 
situation worse. 

The agent must screen risks at the 
source, Mr. Pizor continued. The agent 
must be the “first underwriter” and 
not just a placement bureau. Some 
risks are not acceptable and must be 
rejected. 

It is often necessary for the under- 
writer to develop more information 


than the agent or the field man can 
determine. In these cases the under- 
writer is sure to order a commercial 
report. This is natural, yet sometimes 
there is considerable pressure from 
agents not to use these reports. This 
situation could be improved if agents 
told insured that in an effort to offer 
the very best insurance possible, the 
companies frequently make an inspec- 
tion of the risk placed with them. 

The agent should also ask insured to 
cooperate fully if an inspector calls. 
The agent can explain that it is to in- 
sured’s advantage because improve- 
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ments in underwriting as a result of 
these inspections help keep losses and 
rates down. Furthermore, if some fault 
is found with the risk, the agent is ina 
better position to go to insured and 
urge that he promptly make the im- 
provements that are necessary. Both 
agent and insured will profit. 

Mr. Pizor urged more cooperation 
between agents and companies in 
claims handling. He said there is no 
agency company that does not wish to 
pay every dollar of insured loss. He is 
equally sure there isn’t one company 
that wants to pay one dollar of non- 
insured loss. Paying claims is a com- 
pany’s business, but so is refusing to 
pay non-insured claims. In this area 
the agent can do the best possible 
public relations job. 

Another bad practice of agents is 
asking the company to overlook the 
fact that a loss is not insured and to 
pay it for fear of losing the account. 
There may be times when this might 
be justified, but agents should look 
carefully into the situation before ask- 
ing a company to accept liability when 
none exists. 

At the same time, Mr. Pizor thinks 
companies have a great responsibility 
when they put claims people on the 
street. These claims men can be and 
should be the best salesmen for the 
business. They can’t approach the pub- 
lic as if the latter were all dishonest. 
If a claim must be denied, it should be 
done in a straightforward manner. If 
the claim is insured, it should be set- 
tled as quickly as possible, Mr. Pizor 
declared. 


Seek Change In N. Y. On 


Improvements, Betterments 

Greater New York Insurance Brokers 
Assn. has requested New York Fire 
Insurance Rating Organization to make 
further changes in improvements and 
betterments rules and forms. 

Last September, NYFIRO closed a 
gap in coverage by a provision that 
when insured leases premises and 
purchases the “use of improvements 
and betterments installed by a previ- 
ous tenant,” coverage applies to in- 
sured. However, this extension of cov- 
erage is provided by endorsement 
which must be specifically requested. 

The brokers would like the provision 
to be printed in the revised fire forms. 


Allstate Makes 6 Appointments 
Allstate has made the following ap- 
pointments: William Dobbin and Wil- 
liam J. McGinnis, assistant underwrit- 
ing manager and district sales man- 
ager, respectively, Long Island, N. Y.; 
John C. Pankuch, claim manager, 
Rochester, N. Y.; Joseph Pascale, ac- 
counting manager, Harrison, N. Y.:: 
William H. Branch Jr., operating man- 
ager, Atlanta, and Donald C. McGlohon, 
district sales manager, Charlotte, N. C. 


Service Guide 
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Driving Records Of Applicants For 
Life Insurance Now Being Checked 


By ROBERT B. MITCHELL 


Some home office underwriting de- 
partments are showing increased in- 
terest in the driving habits of their 
applicants and we hope this trend 
continues until all underwriters give 
full weight to this important factor in 
the life expectancy of the people they 
are being asked to insure. 

Addressing a recent meeting of the 


Chicago Home Office Life Under- 
writers Assn., Carleton Z. MHanor, 
regional sales manager for Retail 


Credit Co., said one of the changes in 
the inspection business is the shift in 
emphasis from certain specifics to the 
type of person the applicant is. This 
seems like a logical development, for 
most of the time the degree of hazard 
to which a person is exposed depends 
a lot more on how he deals with the 
conditions that face him than the con- 
ditions themselves. Mr. Hanor 
specifically mentioned that companies 
are displaying interest in evidence of 
reckless driving. 


Cost Companies $127 Million 


And well they might, because in 
1959 there were some 4,000 claims 
due to motor vehicle accidents and 
these cost the companies $127 million, 
including accidental death benefits. 
This was $9 million more than the 
year before, even though the number 
of deaths dropped by about a thousand. 
It’s gratifying that there was a drop 
in deaths, even though it’s a small 
percentage, but it’s the number of 
dollars in claims that the companies 
have to think about in their under- 
writing, and the higher average claim 
per motor vehicle death should give 
the underwriters something to think 
about—as apparently it has. 

Moreover, the $127 million figure 
constitutes a jump of $52 million from 
the corresponding amount five years 
earlier. It is understandable that if 
there is anything the underwriters 
think they can do about rating up or 
rejecting the reckless driver, they’d 
better do it. 

Use of driving habits as a factor in 
life underwriting should have a sober- 
ing effect not only on the dangerous 
driver but on the general public as 
well. Even the non-reckless are far too 
prone to take the easy-going attitude 
that “accidents will happen” and to 
regard the too-fast and _ too-risky 
driver indulgently rather than with 
the cold hostility that a potential killer 
deserves. They may even become 
sensible enough to report him to the 
police, as they would a madman run- 
ning amok with a machine gun. 

It’s also possible that increased 
focusing of attention on the reckless 
driver will eventually persuade the 
police, the courts and the legislatures 
that a lot more needs to be done about 
this problem than is currently being 
done in the way of keeping dangerous 
drivers off the road permanently or 
until they show credible signs of hav- 
ing reformed. 

It is becoming increasingly obvious 
that to a very large extent the person- 
ality pattern and attitudes of a driver 
are what determine whether he gets 
killed or not. Studies have shown that 
the man (and nearly always it’s a male 
rather than female driver) who uses 
his automobile as a means of venting 
his aggressiveness is vastly more 
likely to get into trouble than the 
driver who merely regards his car as 
a comfortable, fast and efficient way 


of getting from where he is to where 
he wants to go. 

In this connection, B. J. Campbell, 
who is now assistant to the director 
of the automotive crash injury project 
of Cornell University, made some in- 
teresting and significant findings in 
the study that won him Metropolitan 
Life’s first award for research in acci- 
dent prevention this year. 

The study, conducted at University 
of North Carolina, showed that drivers 
who had committed traffic violations 
not involving accidents are more likely 
to have accidents than those without 
violations in their records. There was 
shown to be a high correlation between 
non-accident violations and the aver- 
age number of accdents per driver. 
Those with no non-accident violations 
hed .167 accdents per driver; those 
with one such violation had .391 ac- 
cidents per driver, or more than twice 
those with no violations. For those 
with two non-accident violations the 
figure was .56; for three, .699; for 
four, .857 and for five, 1.001. 


Accidents More Likely 


Obviously, the driver whose driving 
habits are such as to involve him in 
violations, even though not causing an 
accident, is far more likely to get into 
an accident than those with no viola- 
tions on their records. The study does 
not relate non-accident violations to 
eventual involvement in _ accidents 
fatal to the driver, but unquestionably 
there is a high degree of correlation 
between violations and subsequent life 
insurance claims. 

One encouraging aspect of Mr. 
Hanor’s report of greater interest being 
taken in evidence of reckless driving 
is that as the word gets around that 
bad driving is as inexcusable as firing 
a gun at random down a busy street 
it will be easier to get neighbors and 
acquaintances of an applicant to give 
an inspector an honest report on a 
man’s driving habits. In any event, it 
is greatly in the public interest that life 
companies should bear down on reck- 
less driving by making it costly to 
those who do it. 














Which one cost 
half as much to label? 


The envelope that was labeled by the Cheshire Model E ! 
That’s because the Model E applies up to 16,000 labels per hour. 
Compact... and easy to operate, too! Applies all types of labels 
(wide-strip, narrow-strip, continuous pack form, cut or indi- 
vidual labels). Just as efficient for small postcards and enve- 
lopes .. . or middle-sized pamphlets and brochures ... as for 
larger magazines, catalogs and quarterfold tabloids. 
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Zurich Raises Baltimore 
Office To Branch Status 


The Baltimore office of Zurich has 
been elevated to branch status under 
Manager Kenneth W. Edgett Jr. Wil- 
liam B. Kelly has been appointed sales 
superintendent, Vincent F. Toomey 
supervising underwriter, and Carl 
G. Anderson continues as claims su- 
perintendent. 

Sales superintendent at Buffalo 
since last May, Mr. Edgett joined the 


HeNATIONAL UNDERWRITER 


company there in 1959. Before that he 
was in New York state in agency work 
and as special agent of American. 

Prior to going with Zurich in 1957, 
Mr. Kelly was with Pacific of New 
York and Reliance. He has been a 
sales representative at New York. 

Mr. Toomey, with the company since 
1952, has been senior underwriter at 
Atlanta since 1958. 

Mr. Anderson joined Zurich at 
Baltimore in 1952 and became claims 
superintendent there in 1959. 
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National Mutual—Writing ‘Economy Plan In- 
Automobile, Fire, Homeowners. The 
ideal plan for the price buyer wanting quality 


rine and Personal Liability on annual and three year plan in 
Wisc. « Aggressive agency companies looking ahead, developing 
coverages to meet your market needs and helping to make 
more profit dollars for you. For facts on plans, coverages 
- and commissions, write to: CELINA INSURANCE 
GROUP, 315 S. Main St. Celina, Ohio. 
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MOST RAPID TRIP 





V-P Rohrer Retiring 
At Guarantee Mutual 


J. Howard Rohrer, vice-president of 
Guarantee Mutual, was honored at a 
luncheon in Worcester, Mass., by H. 
Ladd Plumley, chairman of the compa- 
ny and president of State Mutual Life, 
and Clifford A. Peterson, president of 
the company. Mr. Rohrer will retire at 
year end, after almost 25 years with 
the company. He will continue to take 
an active interest in Guarantee Mutu- 
al agency of Springfield, O., of which 
he is a director. 

In March of this year, Ohio 1752 Club 
honored him with a life membership, 
during the annual meeting in Cleve- 
land of Ohio Mutual Agents Assn. Na- 
tional Assn. of Mutual Insurance 
Agents at its 1959 annual convention 
awarded him a lifetime membership 
for his outstanding contributions to 
the organization. 


North California Buyers 


Discuss Fidelity Losses 

Fidelity bond losses were discussed 
at a dinner of Northern California 
chapter of American Society of Insur- 
ance Management at San Francisco. 
Participating in a panel dealing with 
the subject were Neil T. Martin, Paci- 
fic department bond claims supervisor 
of Fireman’s Fund; William G. Ris- 
don, San Francisco manager of Fidelity 
& Deposit; and R. W. Aphugh, Fore- 
most Dairies insurance manager. Mar- 
tin Seaney, insurance manager of 
Crown Zellerbach Corp., was moder- 
ator. 


Ark. CPCUs Elect Oudin 


Marc Oudin, Pine Bluff, was elected 
president of Arkansas chapter of So- 
ciety of CPCU at the annual meeting 
at Little Rock. He succeeds J. Gilbert 
Leigh of the L. B. Leigh general agen- 
cy. Other officers are Van Manning, 
Bird, Lange & Maris general agency, 
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Little Rock, vice-president, and Don- 
ald Spharler, McNew agency, Pine 
Bluff, secretary-treasurer. 

In a brief address, Ernest Pavey, 
new manager of the Arkansas Inspec- 
tion & Rating Bureau, outlined changes 
in the bureau’s revised commercial 
property coverage adopted in Arkan- 
sas Dec. 12. 


Hoblitzell Named In W. Va. 
By Alexander & Alexander 


Alexander & Alexander has ap- 
pointed John D. Hoblitzell Jr. execu- 
tive vice-president in charge of. its 
Clarksburg, W. Va., office. He will be 
engaged in new business development 
through other branches of the firm. 


Mr. Hoblitzell was with Prudential | 


for seven years, in the investment 
field. He also headed the Hoblitzell- 
Regale agency in Parkersburg. In 
1958 he was appointed U. S. Senator by 
Gov. Underwood to fill an unexpired 
term. 


Great Falls Board 
Elects George Scotten 


George Scotten has been elected 
president of Great Falls (Mont.) Board 
of Insurers succeeding Harold Hick- 
man. Joseph Flynn is the new vice- 
president, and Warren Jacobsen, sec- 
retary-treasurer. Directors are C. O. 
McCafferty and William Roberts. 

Speaking at the election meeting 
were Clyde Gummow, deputy commis- 
sioner, and his assistant, Roger John- 
son. Their subject was the recodifica- 
tion of the state insurance code ef- 
fective Jan. 1. 


Genovese Named Instructor 
By Employers Liability 
Employers Liability has appointed 
William M. Genovese to its education 
department as an instructor. During 
the past 10 years he has been district 
sales manager of Liberty Mutual and 


later commercial sales supervisor of 
Allstate. 


Ala. Merit Rating Clinics 


A series of five two-hour training 
clinics to explain the new safe driver 
auto insurance program were _ spon- 
sored by Alabama Assn. of Insurance 
Agents. The clinics were held in 
Huntsville, Birmingham, Montgomery, 
Mobile, and Dothan. Robert J. Meshad, 
casualty supervisor of U.S.F.&G:,; 
James H. Murphy, underwriting su- 
pervisor of Seibels, Bruce & Co., and 
R. C. Marston Jr., auto superintend- 
ent of America Fore Loyalty, con- 
ducted the clinics. 








Living up to his reputation as a 
careful spender, Jack Benny enter- 
tains Edward B. Rust (left), president 
of State Farm Mutual Auto, and 
Thomas C. Morrill, State Farm vice- 
president, at the automat in New York. 
State Farm is co-sponsor of the peren- 
nially 39-year-old Benny’s Sunday 
night TV show. 
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THE AMERICAN ROAD INSURANCE COMPANY 


a subsidiary of 


FORD MOTOR COMPANY 


has position vacancies for: 


UNDERWRITING DIRECTOR 





Should have 5 to 10 years recent underwriting experience in automobile 
physical damage insurance, preferably with a specialty insurance company. 
Experience should include 3 to 5 years in a supervisory capacity with ability 
to develop and implement underwriting policies for branch and home office. 


INSURANCE SYSTEMS AND PROCEDURES ANALYST 
Should have recent experience in establishing systems and procedures for 


automobile physical damage insurance. Punched card and/or computer pro- 
cedures experience desired. 


INSURANCE ACCOUNTANT 








Should have experience in insurance general accounting and statistics as 
well as preparation of Convention Annual Statement. 
Please submit detailed resume of education, experience and salary requirements to: 
Personnel Director 
The American Road Insurance Company 
The American Road—Room 835 
Dearborn, Michigan 


All replies will be held in complete confidence. 








WILL YOU GET AHEAD IN *61- °62- °63 --?? 


Are you ambitious and determined to make a real place for yourself in the business 
of insurance? Are you well-trained as a multiple line producer? Are you sales-minded 
with a strong managerial potential? Are you presently receiving proper recognition 
in your job? If you can honestly and properly answer these questions, it may pay you 
well to write us. 


We are one of the oldest multiple line capital stock groups in the world and are 
expanding our Western Department operations. We are particularly interested in 
men in Kansas City, Minneapolis, Central Illinois, Detroit, and St. Louis, who will 
remain in their present localities. 


Your reply to Box V-30, National Underwriter, 175 W. Jackson Blvd., Chicago 
4, Illinois, will be held in confidence. 








ASSISTANT CLAIMS MANAGER 


Excellent opportunity for right person to join 
one of Midwest's leading casualty companies. 
Applicant must be licensed attorney, under 45, 
and have strong background in supervising 
multiple line claims with some management ex- 


FIRE 
UNDERWRITER 


Excellent opportunity for man under forty 


perience. Location is small Ohio city with with minimum of three years experience 
outstanding schools, churches and recreational . a 
facilities. Contact Cleveland Regional Office, Boston 


Insurance Group, The East Ohio Building, 


SPECIAL AGENT Cleveland 14, Ohio. 


Field man wanting a growth opportunity in a 
rapidly expanding mutual Group is needed to 





handle productive Midwest territory. Minimum 





two years college and three years multiple line 
experience in field. Car and travel expense. 
Merit increase program. Young management 
with forward ideas. 


Write about these positions to Box V-46, 


The National Underwriter Company, 175 
W. Jackson Blivd., Chicago 4, Illinois. 


SPECIAL AGENT 


Next year our multiple line stock company 
wishes to intensively develop the Milwau- 
kee territory. We are interested in a man 
with broad multiple line experience in 
Southeastern Wisconsin. Excellent salary 
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for the man who qualifies. Please give de- 





tails of “ene in reply to Box V-42, 
Nationa nderwriter, 175 W. Jackson 
ASSOCIATE FIRE MANAGER > arg 


Large Ohio general agency offers once- 





in-a-lifetime opportunity and high compen- 





sation. Are you an experienced, ambitious 
man who can compete with other top spe- 
cialists in industrial and other special 
hazard fire lines? Your reply will be con- 
fidential. Send complete information to 
Box V-37, National Underwriter, 175 W. 
Jackson Blvd., Chicago 4, Illinois. 


WANTED 
Special Representatives 


Large multiple Line mutual agency system com- 
pany has several vacancies for experienced, top- 
notch fieldmen in North Carolina and the Mid- 
west. Qualified agents and direct writer 
personnel considered. Age 28-40. Salary, ex- 
penses, car, vacation, profit sharing, insuranc 








and other company benefits. Submit « let 


HteNATIONAL UNDERWRITER. 


WANT ADS } 


Arkansas Legislative 
Group Approves UJF 


LITTLE _ROCK—The — insurance 
committee of the Arkansas legislative 
council has approved in principle an 
unsatisfied judgment fund similar to 
the one in New Jersey. The joint 
house-senate committee was _ estab- 
lished to work out details for a plan 
to be submitted in the legislative ses- 
sion which begins the middle of next 
month. 

Under the plan, uninsured motorists 
or those unable to prove financial 
responsibility would pay $15 or more 
into an unsatisfied judgment pool be- 
fore they could obtain driver or motor 
vehicle licenses. 

Arkansas Assn. of Insurance Agents, 
in its weekly bulletin, described the 
proposal as ranking “with compulsory 
auto insurance as an attempt to pay 
for damages caused by the uninsured 
but does nothing to take the irrespon- 
sible motorist off the road. The insur- 
ance industry has generally opposed 
UJF as not being a solution to the 
social problem of the uninsured motor- 
ist.” 

A spokesman for the legislative 
council said, “We have to do some- 
thing to protect the financially re- 
sponsible drivers. I know that the 
insurance companies are against this 
proposal but they have failed to come 
up with something so far.” 

Commenting on the uninsured mo- 
torist endorsement now being written 
for $8 in the state, the legislator said, 
“This is unfair ... making the re- 
sponsible driver assume the other guy’s 
responsibility.” 


National Board 25-Year 
Clubs Hold Elections 


The annual dinner of National 
Board’s 25-year club in New York was 
attended by 40 members. All officers 
were reelected. George A. Polos of the 
arson department was elected to mem- 
bership. 

At a luncheon meeting in Chicago, 
Miss Bertha Schwarz of the engineer- 
ing department was elected vice-pres- 
ident for the Chicago area. In San 
Francisco, Charles A. Landis was re- 
elected vice-president. 


American Promotes Price 


American has named James L. Price 
production supervisor at Detroit. He 
replaces E. B. Martineau who has re- 
signed. Mr. Price entered insurance 
with American in 1951 as a premium 
auditor at Detroit. He became an un- 
derwriter in 1953 and was named 
special agent in the production depart- 
ment in 1957. 


Ark. Field Club Elects 


Arkansas Field Club has elected 
John K. Cook, U.S.F.&G., chairman. 
Vice-chairman is Norman Farris, And- 
erson & Newell general agency of 
Little Rock. 





FLORIDA AGENCY FOR SALE 
Representing the best of the "Old Line Stock 
Companies'' Premium Volume $40,000—Gross 
C Pie 











resumé and salary requirements. All applica- 
tions confidential. Write Box V-45, National 
—” 175 W. Jackson Blvd., Chicago 
4, Illinois. 


Excellent opportunity for aggressive young 
man to set up bond department in multiple 





line stock company. Must be able to in- 





augurate underwriting, reinsurance, rates & 
forms, etc. There is an excellent future for 
a man willing to work. Write in confidence 
stating experience and salary requirements 
to: Robert D. Norton, Vice President, Cim- 
arron Insurance Company, Cimarron, Kans. 


UNDERWRITING SUPERINTENDENT 
We are a branch office of a national well known 
stock company in need of a man to supervise 
our casualty underwriting operation in Chicago. 
Salary open. Reply Box V-41, National Under- 
writer, 175 W. Jackson Blvd., Chicago 4, Ill. 











$8,000.—located in a successful 
Real Estate Office. Sales Price $15,000. incl. 
Furniture, Equipment, etc. (Will sell all or 
part) Write P.O. Box 952, Palm Beach, Fla. 








General Agency with company experience and 
extensive agency following in the State of Indi- 
ana, desires state wide standard and sub-stand- 
ard multiple line contracts. Will consider 
"BEST" rated companies only. Volume to comply 
with company desires. Write Box V-47, National 
— 175 W. Jackson Bivd., Chicago 4, 
Illinois. 
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Amer. Manufacturers 
In Two Promotions 

Charles M. Rowley, Chicago, has 


been named a vice-president of Amer- 
ican Manufacturers Mutual and Robert 
L. Schwefel, Atlanta, an assistant sec- 
retary. 

Mr. Rowley, in addition to being 
vice-president, will continue as chief 
engineer. He has been with Kemper 
group since 1930 in underwriting and 
engineering positions. 

Mr. Schwefel has been with the group 
the past five years as fire underwrit- 
ing menager at Atlanta. 


Tex. Court Upholds 


Decision On Saunders 


AUSTIN—Reversal of the perjury 
conviction of J. Byron Saunders, for- 
mer chairman of the old Texas Board 
of Insurance Commissioners, became 
fina] recently when the court of crim- 
inal appeals overruled a second motion 
for rehearing without filing a written 
opinion. However, Les Procter, district 
attorney, has asked the court to stay 
issuance of its order. 

The court’s split decision of 2 to 1 is 
regarded generally as barring prose- 
cution of Garland A. Smith, also a 
former commission chairman, and of 
his son-in-law, Max Wayne Rychlik, 
who also were indicted for perjury in 
allegedly giving false testimony to a 
legislative committee investigating the 
collapse of the ICT insurance empire 
of BenJack Cage. 


Motion For Rehearing 


In his motion for rehearing, Mr. Proc- 
ter had asked the court to clarify its 
view for the guidance of the legisla- 
ture, which he believes will want to 
change laws in order to “protect the 
legislative processes in the questioning 
of witnesses under oath.” 

Mr. Saunders was indicted late in 
1957 for giving false testimony about 
an oil royalty deed for which he said 
Mr. Cage paid him $7,000 and also for 
failing to tell the truth about $900 
in checks for “legal services” he re- 
ceived from ICT affiliates. Mr. Smith 
was charged with giving false testimo- 
ny about gifts that he allegedly re- 
ceived from Mr. Cage and Mr. Rychlik 
was cited for allegedly giving false 
testimony in connection with $9,800 
he had received from one of Cage’s 
firms. 





CADILLAC ASSOCIATES, INC. 
Insurance Division 

29 E. Madison Bidg. 

Chicago 2, Illinois 


e As the country’s largest executive 
placement service, we can find a man 
the career opportunity of a lifetime. 

e Our national coverage puts us in 
touch with employers in any part of 
the country. 

e Employers call on us in their search 
for EXECUTIVE Personnel. 

e Opportunities are currently available 
in all categories: LIFE, FIRE, CASU- 
ALTY, BOND, A&H. 

e@ CADILLAC is where more executives 
find their positions than any where 
in the world. 


H. J. ROBERTS, 
Manager - Insurance 


All inquiries and contacts 
are confidential. 
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American Equitable Assurance Company 
of New York 
Organized 1918 


Globe & Republic Insurance Company of America 
Established 1862 


Merchants and Manufacturers Insurance Company 
of New York 
Organized 1849 


New York Fire Insurance Company 
Incorporated 1832 


Corroon & Reynotps Group 
92 William Street, New York 38, N. Y. 







SURPLUS LINES 


EXCESS AUTO LIABILITY 


« 
HiT eslit-w.eVeleh a 


Assigned Risk 


. 
. Retrospective SS 


Physical Damage 


© ~ “your trust is 


General Liability dase obligation" 


A member of the Cosmopolitan Group 


Cosmopolitan Insurance Company 


A multiple line stock company 


4620 North Sheridan Road + EDgewater 4-7940 * Chicago 40, Illinois 
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Conventions 


Jan. 9, International Federation of Commercial 
Travelers Insurance Organizations, midyear, 
Edgewater Beach Hotel, Chicago. 

Jan. 13-15, National Assn. of Claimants’ Com- 
pensation Attorneys’ Bar Assn., midyear, 
Arizona Biltmore Hotel, Phoenix. 

Jan. 14, Southeastern Region of National Assn. 
of Independent Insurance Adjusters, annual, 
Dinkler-Plaza Hotel, Atlanta. 

Feb. 9-10, Conference of Mutual Casualty Com- 
panies, fire conference, Conrad Hilton Hotel 
Chicago. 

Feb. 13-15, Health Insurance Assn., group in- 
surance forum, Biltmore Hotel, New York 
City. 

Feb. 22-24, Michigan agents, midyear, Statler- 
Hilton Hotel, Detroit. 

March 9-11, Tri-State mutual agents of Penn- 
sylvania, Maryland & Delaware, annual, 
Penn Harris Hotel, Harrisburg. 

March 12-15. National Assn. of Mutual Insur- 
ance Agents & Texas mutual agents, com- 
bined midyear, Shamrock-Hilton Hotel, 
Houston. 

March 13, Rhode Island agents, midyear, Sher- 
aton-Biltmore Hotel, Providence. 

March 14, New Jersey agents, midyear, Cherry 
Hill Inn, Haddonfield. 

March 14, Pittsburgh I-Day, Hilton Hotel. 

March 17-18, Mississippi mutual agents, annual, 
Edgewater Gulf Hotel, Edgewater Park. 

March 23-24, Conference of Mutual Casualty 
Companies, underwriting conference, Conrad 
Hilton Hotel, Chicago. 

April 5-7, Pacific Coast Advisory Assn., annual, 
Biltmore Hotel, Santa Barbara, Cal. 

April 9-13, National Assn. of Surety Bond Pro- 
ducers, annual, St. Francis Hotel, San Fran- 
cisco. 

April 16-18, Eastern Agents Conference, annual 
Sheraton Hotel, Philadelphia. 

April 17-18, Iowa mutual agents, annual, 
very Hotel, Des Moines. 

April 17-18, Ohio mutual agents, annual, Neil 
House Hotel, Columbus. 

April 17-19, National Assn. 
Agents, midyear, Philadelphia. 

April 20-21, Southern Claims Conference, 
nual, Dinkler-Plaza Hotel, Atlanta, Ga. 

April 23-27, American Assn. of poneeins Gen- 
eral agents, annual, Camelb Inn 

April 27-28, National Assn. of aeeaiant = 
Surety Agents, midyear, Sheraton-Belvedere 
Hotel, Baltimore. 

May 3-5, Casualty Actuarial Society, midyear, 
Concord Hotel, Kiamesha Lake, N. Y. 

May 4-5, Conference of Mutual Casualty Com- 
panies, claim conference, Conrad Hilton 
Hotel, Chicago. 

May 17-9, Alabama agents, 
Erskine Hotel, Huntsville. 

May 7-9, Virginia & D. C. mutual agents, an- 
nual, Williamsburg Inn, Williamsburg. 


Sa- 


of Insurance 


an- 





annual, Russell- 


May 7-10, New York State agents, annual, 
Syracuse Hotel, Syracuse. 
May 8-10, Health Insurance Assn., annual, 


Biltmore Hotel, New York City. 

May 9, Assn. of Casualty & Surety Companies, 
annual, Waldorf-Astoria, New York City. 
May 12-13, Mountain States mutual agents, an- 

nual, Harvest House, Boulder, Colo. 

May 12-13, Oklahoma agents, annual, Biltmore 
Hotel, Oklahoma City. 

May 14-16, Iowa agents, annual, 
Des Moines. 

May 14-16, Pennsylvania agents, annual, 
ford Springs Hotel, Bedford, 

May 14-17, Insurance Accounting & Statistical 
Assn., annual, Biktmore Hotel, Los Angeles. 

May 17, National Assn. of Independent Ad- 
justers, annual, Sheraton Towers Hotel, Chi- 
cago. 

May 18-19, Arkansas Agents, annual, Arlington 
Hotel, Hot Springs. 

May 18-20, Texas agents, annual, Galveston. 

May 21-23, Tennessee mutual agents, annual, 
Riverside Hotel, Gatlinburg. 

May 22, National Assn. of Mutual Casualty 
Companies, annual, Edgewater Beach Hotel, 
Chicago. 

May 22-24, American Mutual Insurance Alli- 
ance, Edgewater Beach Hotel, Chicago. 

May 25, National Board of Fire Underwriters, 
annual, Commodore Hotel, New York City. 

June 4-9, National Assn. of Insurance Com- 
missioners, annual, Bellevue Stratford Hotel, 
Philadelphia. 

June 12-14, International Assn. of A. & H. Un- 
derwriters, annual, Waldorf Astoria Hotel, 
New York City. 

June 15-16, Wisconsin mutual agents, annual, 
Schwartz Hotel, Elkhart Lake. 

June 15-17, Georgia agents, annual, 
Oglethorpe Hotel, Savannah. 

June 15-17, Mississippi agents, annual, 
water Gulf Hotel, Edgewater Park. 
June 18-21, Conference of Mutual Casualty 
Companies, management conference, Hershey 

Hotel, Hershey, Pa. 

June 26-28, Virginia agents, annual, The Home- 
stead, Hot Springs. 

June 29-July 1, Florida agents, annual, 
tainebleau Hotel, Miami Beach. 


Savery Hotel, 


Bed- 


General 


Edge- 


Fon- 


July 4-6, International Assn. of Insurance 
Counsel, annual, Queen Elizabeth Hotel, 
Montreal, Canada. 
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July 16-22, National Assn. of Claimants’ Com- 
pensation Attorneys’ Bar Assn., annual, 
Statler-Hilton Hotel, Boston. 

May 21-23, Tennessee Mutual agents, annual, 
Riverside Hotel, Gatlinburg. 

Aug. 6-10, Honorable Order of the Blue 
Goose, annual, Statler Hotel, New York City, 

Aug. 13-16, West Virginia agents, annual, The 
Greenbrier, White Sulphur Springs. 

Aug. 17-19, Texas mutual agents, 
Texas Hotel, Ft. Worth. 

Aug. 21-22, South Dakota agents, annual, Mar. 
vin Hughitt Hotel, Huron, 

Aug. 21-23, International Federation of Com- 
mercial Travelers Insurance Organizations, 
annual, La Fonda Hotel, Santa Fe, New 
Mexico. 

Sept. 7-9, New Jersey agents, annual, Traymore 
Hotel, Atlantic City. 


annual, 


FOR INTELLIGENT 
URANCE ANALYS!S AND 


Service 
beyond 


itil 
treaty 


FIRE-CASUALTY 
TREATY-FACULTATIVE 


Reinsurance 
AGENCY INC. 


141 W. JACKSON BLVD. 
CHICAGO 4, ILLINOIS 
WABASH 2-7515 


REINS 


Ch arles A dr. 


Pollock 





INDEPENDENT 
ADJUSTERS 








MANION & HOGAN 


Incorporated 
General Insurance Adjusters 
Nationwide Facilities 
Branch Offices: Alton & Benton, Ill. 
3410 Board of Trade Bidg. HA 7-2933 








RIEDER-GILLESPIE COMPANY 


INSURANCE ADJUSTERS — ALL LINES 

MIAMI 9620 N.E. 2nd Ave., PL 9-6618 
FORT LAUDERDALE 1525 So. Andrews Ave. JA 4-4391 
WEST PALM BEACH 125 Lakeview Ave., TE 3-3646 












SCOTT 
WETESL ‘ti = UTAH-IDAHO 


Hem ©, Ottloo—42e Se. Malin, Salt ‘Lake City, Utah 
rove, Utah; 








Day night offices: Opdea, Utah; 
Idaho Falls. Idaho; Poeatello, Idaho; Twin Falls, Idaho 
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IMIB Makes Broad 
Rate, Rule Changes 


A substantial majority of states has 
approved countrywide Inland Marine 
Insurance Bureau filings on revised 
rates, rules and forms, effective Jan. 
1. The rate filings, including increases 
and decreases, were based on a review 
and analysis of statistics for the calen- 
dar year 1959 and for the five-year 
period from 1955 to 1959. 

On cameras (commercial risks), 
rates were increased from $1.50 to 
$1.65 on the first $5,000 and from 
$1.25 to $1.35 on the next $10,000. Ex- 
cess of $15,000 rates were increased 
from $1 to $1.10. The over-all increase 
is slightly less than 10%. 

On bicycle floaters the annual rate 
was increased from $10 to $12.50, 
with the minimum premium increased 
from $7.50 to $10. 

On physicians and surgeons equip- 
ment floaters, the rate for item A 
(medical, surgical and dental equip- 
ment) was reduced by 20%. 

Wedding presents floater rates were 
down as follows: First $5,000 from $1 
to 75 cents; next $5,000 from 70 cents 
to 55 cents; next $10,000 from 40 cents 
to 30 cents, and next $10,000 from 25 


cents to 20 cents. 
On floor plan merchandise, rates 
will be calculated as heretofore and 


are reduced by 10%. 

On furrier’s customers-legal liability 
endorsement-retail, rates will also be 
calculated as heretofore and reduced 
by 25%. 


Other Revisions 


On neon signs, rates for deductible 
coverage are reduced 3.5% in Ala- 
bama, Florida, Georgia, Mississippi, 
Puerto Rico, South Carolina and Vir- 
ginia. 

Personal property floaters loadings 
are revised as follows: 

District of Columbia: First $5,000, 
$1.70 to $2.25; next $5,000, 90 cents to 
$1.20, next $10,000, 40 cents to 45 
cents; next $30,000, 13 cents to 17 
cents; excess of $50,000 13 cents to 17 
cents. 


Mississippi: First $5,000, $1.15 to 
$1.35; next $5,000, 60 cents to 70 
cents; next $10,000, 25 cents to 30 
cents; next $30,000, 10 cents to 12 


cents; excess of $50,000, 10 cents to 12 
cents. 

Loadings in Chesterfield, Henrico, 
Norfolk and Washington counties and 
in the cities of Norfolk, Portsmouth 
and Richmond, Va., are revised as 
follows: First $5,000, $1.30 to $1.70; 
next $5,000, 65 cents to 85 cents; next 
$10,000, 30 cents to 40 cents; next 
$30,000, 10 cents to 13 cents; excess 
of $50,000, 10 cents to 13 cents. 

The rule and form manual changes, 
also effective Jan. 1, pertain to agri- 
cultural machinery, musical instru- 
ments, personal property floaters, 
physicians and surgeons equipment 
floater, bridges and registered mail, 
and first class mail insurance. In agri- 
cultural machinery, the change in the 
coinsurance clause is intended to be 
applicable only to machinery form A. 
It is not applicable to livestock form 


WC Increase Opposed 


The filing of National Council on 
compensation insurance for a work- 
men’s compensation rate increase of 
7.9% in Tennessee ran into strong op- 
position at a hearing conducted in 
Nashville by Commissioner John R. 
Long. The increase is 6.2% for manu- 


facturers, 17.8% for contractors, and 
3.4% for other classes. 
Tennessee Manufacturer’s  Assn., 
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Tennessee Motor Transport Assn., As- 
sociated General Contractors of Ten- 
nessee, and Tennessee-Carolina Trans- 
portation Corp. appeared in opposition. 
The department turned down a filing 
made by the council earlier this year 
on the argument that the rating bu- 
reau had not presented adequate sup- 
porting data. The commissioner also 
said at that time that WC rates have 
been increased 28.7% in five years 
and the full effect of some of these 
increases had not been reflected in 
the filing. 

Roy Kallop, assistant actuary of the 
council, testified that the insurers sus- 
tained $4.8 million in underwriting 
losses in the state in five years, of 
which 1959 contributed $2.3 million. 


Northeast Iowa Adjusters 


Elect Naviaux President 


Northeast Iowa Adjusters. Assn. 
elected John Naviaux, Crocker Claims, 
Waterloo, president; Thomas Swenson, 
Underwriters Adjusting, 
vice-president, and Jack Walsh, U.S.F. 
&G., Waterloo, secretary-treasurer. 

Robert M. Frederickson, claims man- 
ager United Air Lines, was the speaker 
and discussed “Airlines and Acci- 
dents.” 


St. Louis Producers Elect 


Alphonse Rengel has been elected 
president of Associated Insurance 
Agents & Brokers of St. Louis for the 
1961 term. His father, Joseph C. Ren- 
gel, is the oldest living former presi- 
dent of the organization, having served 
in 1930-31. 

Other officers for next year are: 
Vice-president, Joseph A. Goeke Jr.; 
treasurer, Clarence E. Erhardt, and 
secretary, William Finke. Clarence C. 
Lang was reappointed executive sec- 
retary, a post he has held since the 
association was organized in 1925. 

New officers will be installed at the 
annual banquet Jan. 26. 


Buffalo Blue Cross 
Rate Boost Approved 


The New York department has ap- 
proved an application of Buffalo Blue 


Cross for increased rates on its stand- 
ard subscriber contracts, effective 
Feb. 1. 


The new monthly group rates are 
$4.70 for individuals and $10.15 for 
families, and direct payment rates are 
$8.75 for individuals and $12.10 for 
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families. The old rates, respectively, 
are $3.40, $8.40, $6.60 and $10.15. 

The department also approved pro- 
posed rates for a new $50 deductible 
rider which reduces rates on standard 
contracts. The rider provides group 
coverage for individuals at $6 less per 
year and for families at $22.80 less per 
year than standard rates. On direct 
payment, it will result in yearly re- 
ductions to subscribers of $9.60 and 
$25.20, respectively. 
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coverages. 


Fire 
Fidelity and Surety 
Comprehensve General 
Automobile 


Reinsurance 


TWX + PH 1587 





Excess Limits 


EMPIRE MUTUAL 


SURPLUS LINE AGENTS 


BINDING 


Teletype unit installed in your office at our expense 
to give you instant replies to your inquiries. 
All lines of coverages—written in 20 year old company. 


* Primary coverages in Pennsylvania 


* Surplus lines written through licensed agents in other states which permit non-admitted carriers to write liability 





220 South 16th Street 
Philadelphia, Pennsylvania 


Owners, Landlords, and Tenants Liability 


FACILITIES— 


Manufacturers and Contractors 
Garage Liability 
Liquor Liability 
Retrospective Contracts 


(a) Physical Damage 
(b) Auto Liability 





PHONE KINGSLEY 6-0480 
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Editorial Comment 


Greater Variances Call For More Talent 


With the great multiplication in 
variances that is occurring in primary 
business, practically all of it for com- 
petitive purposes, averages are harder 
to come by than formerly. As coverage 
(and rate) differences increase in 
number and scope, genuinely com- 
parable statistics will be smaller in 
preportion to the total than has been 
the case in the past. Also, it is likely 
to be more difficult to bring them 
together. 

This poses insurers real problems, 
among which is the need for kinds of 
manpower they have not previously 
had, say actuaries. It also imposes on 
reinsurers the necessity of figuring 
their rates against some other stan- 
dard, or against more standards, than 
simply the “bureau product” (rates and 
forms). 

For example, if the reinsurer arrived 
at its charge for automobile liability 
by using bureau rates (stock or mu- 
tual) as its point of departure, pres- 
ently it is working against a figure 
that is significantly smaller in relation 
to the total than it was. For not only 
is there a larger portion of total premi- 
ums produced by independents; also, 
member companies of bureaus have 
individual plans within the bureaus. 
For example, Mutual Insurance Rating 
Bureau has 60 or 70 special auto plans 
it has filed for members or subscribers. 
National Bureau has a merit plan, a 
package policy, and company varia- 
tions in these. 

Thus in the old days, if the insurer 
was simply deviating 10 or 20% from 
bureau rates, the reinsurer figured the 
insurer’s book of business had to be 
10 or 20% better than the average of 
bureau business. Now the insurer, 
with form and rate differences from 
“bureau,” can’t express the variation in 
terms of bureau product. It will require 
actuarial and statistical penetration of 
the insurer’s quality of business to 
give the reinsurer any sure clue to 
what it has to get for the reinsurance. 

The same thing is happening in the 
fire bureaus with variations in cover- 
age in homeowners and commercial 
forms such as mercantiles, motels, and 


filling stations. What is the bureau 
rate? What is the bureau form? In both 
cases, how can two coverages of the 
same subject of insurance that differ 
in any material respect be combined 
for statistical purposes? 

Thus statistical credibility is shrink- 
ing. Both insurer and reinsurer will 
have problems in determining rates 
and forecasting results. Results may 
fluctuate more widely, company to 
company. The business written by a 
company with a broader coverage and 
a lower rate is going to have to justify 
both. 

Reinsurers may need, as more pri- 


mary companies have found they need, 
talent in the areas of statistics, insur- 
ance department filing and justifica- 
tion, and actuarial. Perhaps if rein- 
surers were to add talent of this kind, 
they could offer services not presently 
available to insurers, particularly to 
those insurers of a size that does not 
and cannot justify the acquisition of 
such talent. 

In fact, with developments what 
they are, there is a greater demand 
than ever, company to company, for 
information on what is going on— 
something for which insurers long have 
been in the habit of looking to rein- 
surers. Thus the reinsurers are going 
to be called on for information and 
data that will help primary insurers 
make decisions on rates, coverages, and 
underwriting—more so than in the 
past, which has been quite a bit— 
K.O.F. 


Late To Bed And Late To Rise 


In the first half of 1960 at least 50% 
of the total retail sales in the U.S. 
were made after 4:30 p.m. Nocturnal 
selling will continue to move ahead, 
and by 1965 about 65% of all retail 
volume will be done at night or at 
least in twilight. Moreover, night- 
time shopping tends to be family shop- 
ping, and the father of the family gets 
into the act. 

These observations were made by 
E. D. Weiss, director of merchandising 
of Doyle, Dane & Bernbach, New York 
advertising agency, in his study, “Plan- 
ning Merchandising Strategy for 1961- 
1965.” 

Insurers and their agents may well 
pick up their ears at this news be- 
cause buying habits in other areas of 
business tend to extend into insurance. 

Mr. Weiss also noted that Sunday 
will increasingly emerge as an impor- 
tant shopping day. Again, shopping 
done on Sunday is a family affair—a 
point of major importance to insurers. 

It is likely, Mr. Weiss believes, that 
the peak hours of retailing will become 
still more peaked. By 1965 more than 
50% of all retail volume will be done 
in about 12 to 15 hours of the week. 

The latter prediction is particularly 
interesting in view of company in- 
sistence that agents spend the bulk of 
their time out pushing doorbells. Per- 
haps it is. not the sheer amount of 
hours an agent solicits that matters, 


but when he does so. 

If the observation about night-time 
selling is correct, for example, the 
agent should stay in bed in the morn- 
ing instead of getting up earlier as his 
companies advise. He can lie abed well 
along into the afternoon, gathering 
strength for his nocturnal foray. Since 
he won’t have to worry too much in 
future about billing customers or other 
office details, he can snooze at home 
instead of at the agency. 

At present the agent probably sleeps 
late only on Sundays. But in future, 
that will be the only day he will use 
the alarm clock to roust himself out 
early to sell coverage to the happy 
throngs on the highway. 

Best of all, the agent can look ahead 
to a much shorter and more fruitful 
work week, if 50% of the retail volume 
is to be done in 12 to 15 hours as pre- 
dicted. His hourly compensation will 
be astronomical even though his rate 
of commission may move in the other 
direction. 

In short, the agent may have to re- 
shape completely his present selling 
habits. Change is never pleasant, but 
in this case it is not entirely without 
appeal. The agent will be working un- 
der the bright lights, the customer will 
see him in his Sunday clothes, and 
he’ll have a good deal more leisure 
time. Instead of pushing door bells all 
day long, as his companies advise, all 
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he’ll have to worry about is someone 
pushing his bell and waking him from 
well deserved daylight slumbers.— 
JONES. 





Personals 


Howard Ahmanson, chairman Na- 
tional American, has been elected a 
trustee of the University of Southern 
California, his alma mater. 


Deaths 


MORRIS C. HEITZLER, 53, Oak 
Ridge, Tenn., agent, died in a hospital 
there after a short illness. 


JOHN T. HORAN, 71, retired vice- 
president of America Fore fire com- 
panies, died of a 
heart attack at his 
daughter’s home in 
Garden City, N. Y. 
He joined the 
group in 1920 as 
special agent for 
Continental in 
Connecticut and 
western Massa- 
chusetts. He was 
transferred to the 
home office as 
agency superin- 
tendent in 1928 
and a year later was named assistant 
secretary for the New York and New 
England field. He became secretary in 
1951 and vice-president in 1957, a year 
before retirement. 








John T. Horan 





Strong Is President 
Of Canadian Surety 


Malcom B. Strong has been elected 
president of Canadian Surety, a subsi- 
diary of American Surety, effective 
Jan. 1. He succeeds William E. McKell 
who is retiring Dec. 31. Mr. McKell will 
remain as a director of Canadian 
Surety. 

Mr. Strong joined the company in 
1935 at Winnipeg. He was subsequent- 
ly promoted to manager at Edmonton, 
to manager of the agency and pro- 
duction department at the head office, 
and to assistant general manager. He 
was appointed general manager in 
1959. 


Boston Names Damon 
Assistant Secretary 


Richard Damon has been elected an 
assistant secretary of Boston. 

Mr. Damon joined the group in 
1952 as claim examiner and was pro- 
moted to claim manager of the New 
England regional office in 1956. He 
was named administrative assistant of 
the home office loss and claim divi- 
sion in 1959. 


N.C. Blue Goose Pond 
Awards 3 Life Memberships 


North Carolina Blue Goose pond 
awarded life memberships to M. L. 
Fuller, Phoenix of Hartford; G. D. 


Holding, General Adjustment Bureau, 
and E. K. Whitney, Aetna Fire, at its 
fall meeting. Another feature of the 
meeting was 
ganders. 


the initiation of 10 
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Comments On The Insurance Field 
From The Investment Dealer’s Chair 


By LEVERING CARTWRIGHT 
Cartwright, Valleau & Co., Board of Trade Building, Chicago 

It continued to be mainly a one-way street for insurance stocks through last 
Friday. Institutional buying was insistent and the market for the issues in 
which this was concentrated was exhilarating. Continenatal Insurance went 
through its year’s high and into new all-time high ground. It reached 5914 be- 
fore some realizing set in and lost two points. St. Paul was up 2, Connecticut 
General got back into the 400 range, Hartford Fire was strong, Great American 
touched 50. Franklin Life hit 80 again and Great American Life Underwriters, 
which holds a very large parcel of Franklin, reached 780 bid, up 50 points on 
the week. Continental Assurance raced on, approaching 190 and well into all- 
time high ground. Continental Casualty also continued to soar and was trying 
for 90. 

Shelby Cullom Davis & Co. came out with a strong recommendation of four 
companies—Business Men’s Assurance, Continental Assurance, Franklin and 
United Services Life. BMA was up about 2. United Services at 61 was 6 points 
above its recent range. Northeastern Insurance, the reinsurance company (at 
one time the U. S. branch of Rossia of Petrograd), owns 45,000 shares of Unit- 
ed Services. There are 300,000 shares of Northeastern, so behind each share of 
the latter is about $9 of market value of United Services. Northeastern at Dec. 
31, 1959 had a liquidating value of 30 and book value of 20 (this was on the 
basis of $50 market value of United Services). It has been selling at about $13 
or a discount of 57% from liquidating value. 

The Murchison issues were strong. Life Companies, Inc., which owns Atlantic 
Life, got up to 14. Gulf Life and Life & Casualty were considerably higher 
along with intimations of a possible alliance. Lamar Life of the Murchison 
chain was a trifle lower, though. 


a _— 

New Amsterdam Casualty reached 631% bid. Indications are that the Clayton 
Gengras interests will take all the NAC stock that is tendered with proxies to 
the Franklin National Bank. 

Insuranceshares Certificates, Inc., the closed end investment trust on the 
N. Y¥. Stock Exchange, heavily invested in Hartford and North America, on 
trades of only 300 shares moved up 41% points to 351, an all-time high. 

Fireman’s Fund easily absorbed a special offering of 16,000 shares at 5334 
and went on up to 541% bid. 

Standard Accident became stabilized after its on and off conversations with 
Fireman’s Fund, at about 48. 

Travelers and Aetna Life were in good demand in the early 90’s and the lat- 
ter attained a one point lead over the former, thus reversing the recent rela- 
tivity. Travelers not so long ago was 8 points over AEL. 

Lincoln National ran into sellers, including a liquidating order by a New York 
bank, and fell back to 235 from a recent high of 255. Jefferson Standard was 
heavy. 

Southland Life, which had just recently absorbed a large selling order at 
80, came into favor and was 84 bid with no stock offered. This one had been 
under pressure for some time due to doubts about the earnings prospects for 
its handsome new home office building. But this is already 95% rented. South- 
land’s sales are up 27% this year and. premium income up 19%. 

Southwestern Life was strong. Monumental Life has been working higher. 
So has Mass. Indemnity. 

The market was ignoring underwriting problems and adversities. Donna was 
forgotten. The airplane disaster and recent very extensive ocean marine losses 
were brushed aside along with contract bond deficits and auto liability miseries. 
The severe cold wave over much of the country bred lots of fire loss. Much of 
this may be swept under the carpet for the January account, due to the fact 
that most books are closed in advance of the year end. 

wart 

The death of Harry Yates recalls that he was some 25 years ago the victim 
of the worst kind of a gaffe that a newspaper can commit. His obituary ap- 
peared in the N. Y. Journal of Commerce whilst he was entirely of this world. 

Si Banks, who was then Philadelphia correspondent for the insurance jour- 
nals, ran into an insurance man who mentioned that his associate was on a 
trip to Texas and that a ma with him had died. Somehow or other this infor- 
mant had the idea that the deceased was Harry Yates. Banks wired this to the 
Journal of Commerce. W. S. Crawford, the venerable and eminent insurance 
editor, was about to leave for the day, but stayed on to fix up an obituary notice 
befitting Mr. Yates’ importance in the insurance world. Mr. Yates was excep- 
tionally popular and he had just a few years previously gone on, from the 
Aetna, with John M. Thomas to recondition the National Union after a shake- 
up of the Cole-Stewart Hopps administration there. Harry Yates was shaken 
by this report and Mr. Crawford was lobster red for a long time in embarrass- 
ment and anger at Si Banks. 








Davison Elevated By 
Phoenix Of Hartford 


Phoenix of Hartford has appointed 
John C. Davison secretary in charge 
of the fidelity and surety bond depart- 
ment. 

Mr. Davison was with Glens Falls 
before joining Phoenix of Hartford 
in 1952. As director of education, he 
was in charge of the field training 
program and the fire and casualty 
correspondence school. He was ap- 
pointed executive assistant in 1956 and 
assistant secretary in 1957. 


E. Kenneth O’Brien 


Reinsurance 


ee 





Continuing Counsel 


84 William Street, New York 38, N.Y. 
Tel. Digby 4-8340 











HeNATIONAL UNDERWRITER 


North America Names 
Field, Buge At N.Y. 


North America has named Edward 
Q. Field resident vice-president cas- 
ualty, for New York. Bernard A. Buge 
Jr. succeeds him as New York casual- 
ty manager. 

Mr. Field joined the group in 1937 
as an underwriter. He was appointed 
assistant manager at New York in 
1945 and casualty manager in 1952. 
Mr. Field succeeds Franklin Vander- 
bilt, who died last month from injuries 
sustained in an automobile accident. 
Mr. Field is chairman of the Casualty 
Managers Assn. of New York City and 
has served as secretary-treasurer of 
Casualty & Surety Club of New York. 

Mr. Buge began his career with 
North America in 1941 as an inspector 
at New York. Subsequently he was a 
liability, automobile and special risks 
underwriter before becoming assistant 
manager for casualty. 


American Casualty has named Don- 
ald Engle accident and health broker- 
age manager at New York. He joined 
the company there in 1958. 
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Stewart Is President 
Of Accountants’ Unit 


Society of Insurance Accountants at 
its annual meeting in New York 
elected John B. Stewart, Fireman’s 
Fund, president to succeed Walter H. 
Mosher, Boston. Robert G. Espie, 
Aetna Casualty, was named executive 
vice-president, and William J. Robin- 
son, North America, vice-president. 

Finn D. Nilsson, Royal-Globe, and 
Everard P. Smith, Norwich Union (re- 
tired), were renamed treasurer and 
secretary, respectively. 

Named to the executive committee 
were Edward G. Crapser, Pacific of 
New York; Russell D. Leinbach, Trav- 
elers; William Ehli, U. S. Casualty, 
and Mr. Mosher. 

North America is planning to ex- 
pand its service office at San Fran- 
cisco by adding three floors of office 
space, a new roof location for the em- 
ployes’ lounge and new parking space 
for company-owned cars. The con- 
struction will add approximately 20,- 
000 square feet or 75% to the present 
area. The work is scheduled to begin 
in mid 1961. 














@ Jewelry, silverware, furs, cameras, 
sports equipment, other valuable arti- 
cles. Many of your clients and pros- 
pects have a fairly large investment 
in these classes of personal property 
| —one they want to protect. 
It’s good reason to recommend that 
the Personal Articles Floater be car- 
| ried. No other policy provides the 
same “all risks’’ protection on these 
valuables. Moreover, it can be written 
| 





Plan the protection 
with these values in mind 











to round out the coverage of any of 
the homeowners’ package forms. 

In short, this inland marine floater 
offers special opportunities to pro- 
ducers who want to go a step beyond 
the basic package plans—by broaden- 
ing coverage, providing better value to 
clients. If you use this sales approach, 
point it up with the solid advantage 
that our service facilities can give in 
building inland marine volume from 
personal and business sources. 


Cait Dulouslfitid, 


INSURANCE COMPANY 
Indianapolis 7, Indiana 


Western Department: Omaha 2, Nebraska 


FIRE * CASUALTY »- AUTOMOBILE - INLAND MARINE 
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Aetna Life has been chosen by the 
Civil Service Commission to admini- 
ster the new health insurance plan 
being offered to some 415,000 retired 
federal government employes, which 
is scheduled to become effective July 
1. The commission said “the company 
will be directed to cede reinsurance 
to other qualified companies.” 

The program, which covers those 
people retired before July 1, 1960, will 
embrace the largest group of retired 
employes ever offered a health insur- 
ance plan for retirement years. This 
is the second largest federal employe 
health insurance program Aetna Life 
has been named to as prime insurer 


: J. H. Lea & Company, as a com- 
plement to its basic reinsurance 
facilities, offers a cost-free pro- 
fessional management and statisti- 
cal counselling service designed to 
help you reappraise your internal 
procedures and expense controls. 
Highly qualified experts assess 

| pertinent business facts, figures 

| and trends—integrate a new di- 
mension in your search for in- 

creased efficiency and value. De- 
tails may be obtained by writing | 


TREAT Y:+ FACULTATIVE 


mere 6 COIN. 


209 South LaSalle 
ANdover 


St. * Chicage 


3-6232 


J.H. LEA & CO. LTD. 


81 Gracechurch St. *» London 
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Aetna Life Named Prime Insurer For 
Retired Federal Workers A&S Program 


in the past year. It was chosen a year 
ago to administer, on behalf of the 
insurance industry, the government- 
wide indemnity benefit health insur- 
ance plan for employes who are now 
in active federal service. 

The program, the only government- 
wide plan to be offered to retired 
workers, will provide basic hospitaliza- 
tion and surgical benefits, as well as 
major medical coverage, and will take 
in a broad range of medical care costs, 
both in and out of the hospital. 

Retired workers will be given the 
option of selecting the government- 
wide plan or any individual coverage 


Uphold N.Y. AR Plan 
FS-1 Delivery By Mail 


The appellate division of the New 
York supreme court has upheld an or- 
der of the New York county supreme 
court denying a temporary injunction 
against the discontinuance of over- 
the-counter delivery of FS-1 certifi- 
cates at its Platt Street office by the 
New York Assigned Risk Plan. 

The action was brought by Bowley 
& Travers, a private messenger serv- 
ice, which sought to restrain the AR 
plan from making all FS-1 deliveries 
by mail on the grounds that this 
was injurious to the firm’s business. 

George J. Schepens, manager of the 
AR plan, has noted that his office has 
continued to accept personal as well 
as mail delivery of FS-1 applications 
although it has discontinued over-the- 
counter delivery of the issued FS-1 
certificate. The number of personally 
delivered applications is rapidly di- 
minishing, he noted, and apparently 
applicants and their producers of rec- 
ord are finding the mails satisfactory. 

John P. Walsh of Watters & Dono- 
van argued the appeal for the AR plan. 
Charles Sutton appeared for Bowley 
& Travers. 





Texas Associations Elect 

Three local units of Texas Assn. of 
Insurance Agents have elected offi- 
cers. They are— 

Lamesa: J. P. White, president; J. 
D. Williams, vice-president; and Guy 
Weekes, secretary. 

San Antonio: Barclay Harding, pres- 
ident; Fred Rohde, vice-president; and 
Frances F. Ludolph, reelected secre- 
tary for 48th consecutive year. 

Sherman: Mrs. Rufus G. Hall, pres- 
ident; Frank Harris, vice-president; 
M. O. Belden, secretary; and Will 
Connor, treasurer. 


which will qualify as a private plan. 
They will have the further choice, if 
they select the government-wide plan, 
of enrolling for basic benefits only, for 
major medical only, or a combination 
of both. 

The $40 million which the entire 
program is estimated to cost will be 
shared by the federal government and 
retired employes who enroll in the 
plan. 

The commission stated that it will 
start negotiations with Aetna Life on 
the exact benefits for the basic and 
major medical parts of the plan and the 
costs for each. As soon as these are 
worked out, the commission will be in 
a position, it said, to prepare informa- 
tional brochures which, together with 
other details on the program, it ex- 
pects to mail to all eligible retirees 
about March 1. Retirees will then have 
the months of March and April in 
which to decide whether they want to 
come under the government sponsored 
plan and, if so, whether they want 
either or both parts of the plan. 

Regardless of whether a retired per- 
son takes one or both parts of the plan, 
he will receive a government contribu- 
tion of $6 monthly towards the cost of 
his insurance if he chooses coverage 
for himself and his family, or $3 if 
coverage is only for himself. A retired 
person who wants to stay with a 
qualified plan may do so without join- 
ing the government sponsored plan 
and will still receive the same contri- 
bution toward the cost of his private 
plan. 

Qualified private plans will include 
those offered by indemnity insurance 
companies, Blue Cross and Blue Shield 
organizations, employe and retired em- 
ploye organizations, and by local groups 
which use their own doctors or their 
own doctors and clinics, much like the 
HIP plan in New York. 


North America Choir Busy 

North America’s 42-voice _ staff 
chorus participated in the Philadelphia 
International Airport music festival. 
The 12-day festival featured choirs 
from churches, business firms, colleges 
and schools. 

The chorus also participated in the 
company’s “Christmas Sing With Bing” 
and has been praised by Mr. Crosby 
and the producers of the show. The 
group rehearses for two hours each 
Tuesday from September through May. 
The members perform at the compa- 
ny’s annual Christmas carol sing at the 
home office. 

Shelby Mutudl’s new Florida re- 
gional building at Winter Park is 
scheduled for completion in early 
summer, 1961. 


REINSURANCE — 


Through Intermediaries Only 


FIRE—CASUALTY 
THE STUYVESANT INSURANCE COMPANY 


Reinsurance Department 
1105 Hamilton St., Allentown, Pa. 
HEmiock 5-3541 © 
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Thinks Sympathy For 
Blighted Property 


Owner Is Unmerited 


Paul H. Seibert of Mansfield Insur- 
ance Inspections, Detroit, writes: 


Recently there has been some talk, 
and at least one program of action in 
connection with the plight of the “poor, 
unfortunate” owner of dwellings in the 
poor or blighted sections of metropoli- 
tan areas. With the mountain of prob- 
lems which face the property insurers 
declining hardly at all, this matter is 
certainly of lesser importance, and the 
formation of assigned risk type pools 
will do little to correct the condition. 


Is Only Loser 


First, unlike the automobile driver 
who becomes a menace to the innocent 
through being uninsured, the owner of 
the substandard property alone is the 
loser in the event of loss. He is, in 
short, not a menace to the public wel- 
fare. Moreover, and more important, is 
the simple fact that in the poor and 
blighted areas, substandard properties 
are almost without exception invest- 
ment properties, with the owner in- 
terested only in the rents. He lives on 
the other side of town. On the other 
hand, we find owner-occupied proper- 
ties in the poorer areas usually above 
the average for the area. 

Who, then, would an assigned risk 
plan benefit? Obviously the owner who 
doesn’t care about the physical condi- 
tion of the property in the first place. 
If he is forced to purchase insurance 
at a loaded rate, he simply passes the 
increased expense along to the un- 
fortunates who rent space in his build- 
ings. Rather than correct any such 
situation, such a pool would only pro- 
long it. Such an owner, knowing that 
he will have little difficulty getting 
insurance under adverse maintenance 
conditions, will do little if anything to 
improve the property. 


Corrections Suggested 


How can the situation be corrected? 
Primarily it’s a community problem, 
and at least in this midwestern city of 
two million, some efforts are being 
exerted. But even faster results can 
be obtained when agents and their 
companies exercise the right amount of 
courage and tell such property owners 
in effect, “Look, if you don’t care 
enough about this building properly to 
maintain, why should our companies 
risk several thousand dollars on your 
indifference?” To be sure, the insur- 
ance industry has an obligation to the 
public which does not (allegedly) in- 
clude discrimination. But in this case, 
who is discriminating against whom? 


Service Office 
141 West Jackson. Bivd., Chicago 4 
'  HArrison 7-8432 
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Insurance Stock Ads 
Result In SEC Move 
Against D. C. Dealer 


Securities & Exchange Commission 
has suspended G. J. Mitchell Jr. Co. of 
Washington D. C., from membership 
in National Assn. of Securities Dealers 
for 15 days, beginning Dec. 19, charg- 
ing the firm with improperly advertis- 
ing insurance company shares. 

SEC charged that one Mitchell ad- 
vertisement headlined “Do You Have 
$100 To Invest?” stated that “life in- 
surance stocks are growth stocks” and 
that $1,000 invested in three named 
life insurance companies in the year 
each was organized would have pres- 
ent values ranging from $68,000 to 
more than $1 million. 

The G. J. Mitchell Jr. Co. came un- 
der SEC scrutiny earlier this year, 
when it became the underwriter of a 
proposed stock offering by the then 
newly formed Aviation Employees 
Corp. Under SEC regulations, an un- 
derwriter is prohibited from sending 
out literature that goes beyond what 
is contained in a company’s prospectus. 
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The Mitchell company claimed it in- 
advertently mailed out general sales 
literature to some persons to whom 
were also sent the Aviation Employees 
Corp. prospectus. The firm withdrew 
from underwriting Aviation Employees 
stock in March, virtually suspended its 
sales activities in life insurance stocks, 
and voluntarily ceased all advertising 
and promotion of such stocks. 


United Pacific Appoints 


Immenschuh K. C. Manager 


United Pacific has promoted M. H. 
Immenschuh to manager at Kansas 
City, succeeding Frank Patzer, who is 
retiring. Mr. Immenschuh joined the 
company in 1949 and has been con- 
tract bond manager at Kansas City 
for the past year. 

Nashville Agents Elect 

C. Martin Hunt Jr. has been elected 
president of Insurors of Nashville to 
succeed Morgan Reynolds of E. S. 


Brugh agency. Arnold Curtis and 
Dempsey Weaver were elected vice- 
presidents, and Joe H. Bandy Jr. 


secretary-treasurer. 





““ANOTHER 


reports Dick Grainger, 
St. Paul Agent, 
Taos, New Mexico 





SUCCESS!”’ 





“Big-city service in small towns—thanks to 


ST. PAUL'S RESIDENT ADJUSTERS” 


“At 9:00 A.M., I was notified that a 
car owned by the Taos School Board 
was destroyed by fire,’’ says Dick 
Grainger, St. Paul Agent. “By 2:00 
P.M. the same day—thanks to the 
resident adjuster here in Taos—the 
claim was settled. Result? The School 
Board was so pleased with the prompt 
service, I now handle a major part of 
their insurance.”’. 
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The St. Paul has adjusters in big and 
small towns all over America. They 
help thousands of St. Paul Agents make 
quick settlements and new friends 
every day. 

Get full details . . . and find out how 
St. Paul’s network of Adjusters can 
help you be a more successful Agent, 
too. Write to your nearest St. Paul 
Office. 


EASTERN DEPARTMENT 


90 John Street 
New York 38, N. Y. 


PACIFIC DEPARTMENT 
Mills Building 
San Francisco 6, California 


The Agency System...An American Tradition 


Allstate Names Mosher 
Auto Sales Director Of 
Midwest, Pacific Coast 


Allstate has promoted Thomas 
Mosher, sales training director, direc- 
tor of auto insurance sales in the mid- 
west, west central and Pacific coast 
sales. He will work with the zone sales 
managers and 15 regional sales man- 
agers in all aspects of the auto pro- 
gram. Sales in the other three zones 
will continue to be directed by Robert 
Eger, assistant vice-president. 

Mr. Mosher joined the company in 
1949 as an agent at the Illinois regional 
office. He also has served as assistant 
sales manager and sales manager there 
and was sales manager of the midwest 
zone office when he joined the home 
office marketing group in 1958. 


Echlund Is Advanced 


American has elected P. A. Echlund 
assistant vice-president. He will assist 
Fred W. Perabo, vice-president, in the 
operation of the head office claim de- 
partment. 

After experience in the general 
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agency business in Fort Worth, Mr. 
Echlund joined the company in 1925 
as claim manager at New Orleans. He 
later became claim manager at Mil- 
waukee where he remained until 1957 
when he was transferred to Newark 
and promoted to superintendent of the 
casualty division of the claim depart- 
ment. 


California Brokers Elect 
Frank M. Hagan President 


Insurance Brokers Assn. of Califor- 
nia has elected Frank M. Hagan of 
Miller & Ames, San Francisco, presi- 
dent. He succeeds Jack Adamson. 

Other new officers are Merritt Mo- 
selle, Los Angeles, vice-president, and 
Russell S. Reagan, Underwriters’ 
Service, San Francisco treasurer. 


No. Fla. CPCUs Elect 

North Florida chapter of CPCU 
elected John Klocke, Phoenix of Hart- 
ford, president; John A. Weichel, Brad- 
enton agent, vice-president; Edward 


Lindblom Jr., Orlando agent, secretary, 
and Nelson Viles, state department of 
education, treasurer. 









for complete information. 


CENTRAL Casualty COMPANY 


1633 Central Street 


Evanston, Illinois 


DAvis 8-9600 


CENTRAL CASUALTY COMPANY 


1633 Central Street, Evanston, Illinois 


Send me rates and information, on: 


[_] Long Haul Truck 
[_] Special Rated Auto 
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Company 
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FieNATIONAL UNDERWRITER 


To Know Is Key To Technique Of 
Treaty Reinsurance Underwriter 


Mr. Carson, president of New Eng- 
land Reinsurance Corp., was president 
of National Surety 
and, prior to that, 
assistant U.S. man- 
ager of Royal- 
Globe. He is past 
president of Na- 
tional Automobile 
Underwriters Assn. 
He had 15 years 
of experience in 
the business in 
Great Britain be- 
fore coming to the 
U.S., where he has 
been actively en- 
gaged in the business 22 years. He has 
served in many industry capacities, 
with special emphasis on rate making, 
public relations, and education. Recent- 
ly he was asked to serve on the com- 
mittee on property insurance terminol- 
ogy of American University Teachers 
of Insurance. He was asked by The 
National Underwriter to comment on 
reinsurance problems. 


Ellis H. Carson 


If reinsurance underwriters were to 
adopt a theme song, they might well 
turn to Rodgers & Hammerstein for in- 
spiration. In the lovely and tuneful 
ballad from “The King and I” they have 
recorded what in essence are the ele- 
ments leading to the kind of accept- 
ances in the field of reinsurance that 
are most likely to result in enduring 
relationships—“Getting to know you, 
getting to know all about you, getting 
to like you, getting to hope you like 
me.” The objective is, of course, to seek 
a conclusion that “You are precisely 
my cup of tea.” 


Underwrite Management 


Reinsurers underwrite management 
and the judgment and performance of 
company personnel rather than indi- 
vidual risks. A treaty arrangement in 
a real sense comprises a partnership 
with each ceding company. Therefore, 
what the reinsurance underwriter re- 
gards as a desirable preliminary is to 
learn all he can concerning the general 
calibre of each prospect to be rein- 
sured, its record for integrity as well 
as for underwriting performance, and 
its background of experience. This in- 
volves getting to know the people ac- 
tually responsible for the underwriting 
of each ceding company’s business. 

The partnership understanding is 
the foundation of the good faith which 
is a prerequisite for any successful re- 
insurance operation. The partnership 
aspect is also of importance in relation 
to the cost element. A treaty is en- 
tered into in contemplation that it will 
result in a long-term association. Even- 
tually, each treaty by its own loss ex- 
perience will, to a very large degree, 
make its own rate. 


Need Extensive Knowledge 


The process of getting to know a 
company starts with ascertaining who 
are the directors, major stockholders 
(of particular importance in closely 
held corporations), and the officers. 
In many instances, reinsurance under- 
writers may rely on their general 
knowledge because it is part of their 
stock in trade to acquire an extensive 
acquaintance with company execu- 
tives. By developing personal acquaint- 
ances, underwriters become aware of 
the company’s approach to underwrit- 
ing and the general philosophy it pur- 


sues in directing its affairs. 

The same process is undertaken by 
professional reinsurance brokers. It is 
indeed both interesting and reassuring 
to find the extent to which they make 
it their business to become acquainted 
with the underwriting technicians of 
the companies with which they do or 
are seeking to do business. 

General knowledge is far from being 
a sufficient or adequate basis for se- 
lection in the transaction of an exten- 
sive reinsurance business. This will be 
appreciated when it is borne in mind 
that there are more than 2,500 stock 
and mutual fire and casualty compa- 
nies operating in the primary insurance 
markets of the United States. In this 
veritable sea of prospects, quality, ir- 
respective of size, is what denotes the 
more promising prospects. 

One of the great satisfactions to 
those working in the field of reinsur- 
ance is that they have opportunities 
to extend their acquaintances and 
friendships far beyond the ranks of 
those with whom they may have orig- 
inally been reared. The lesson is re- 
learned that fortitude, initiative, imag- 
ination, and probity are essential qual- 
ities being demonstrated wherever and 
by whomever insurance is being suc- 
cessfully transacted. 

Wide Variation 

So, the offerings considered in a 
single working day may vary from the 
high level excess requirements of a 
corporate giant to a quota share treaty 
of modest proportions sought by a local 
company, stock or mutual, operating 
within the borders of a single state. 

With the better known and more 
firmly established companies, knowl- 
edge of the constituency of the direc- 
tors is not so essential. Nevertheless, 
the composition of the board is not 


without interest. New additions may 
have possible significance and should, 
therefore, not go unnoticed. 

It is interesting testimony to the 
prestige of the insurance business that 
board memberships are held in such 
high esteem. The roster of directors of 
insurance companies is indeed a cross- 
section of the elite amongst business 
and professional people who are active 
in corporate affairs throughout our 
economy. A corollary of this is that in 
the early history and more formative 


REINSURANCE REVIEW 21 


stages of a primary company, a rein- 
surance underwriter regards the cal- 
ibre of the board members as deline- 
ating the likely shape of things to come 
in the growth of any particular com- 
pany. 


Wealth Of Data 


Reinsurance underwriters in the U.S. 
are extremely fortunate in the amount 
and depth of information available in 
published material. A European ac- 
tuary commented to the writer a few 
years ago that “there is such a ple- 
thora of facts, figures, and information 
published about insurance in the U.S. 
that all too few people are aware of its 
scope and fullness and, therefore, all 
too much of it goes unused.” 

(CONTINUED ON PAGE 42) 





Sees American Market Becoming 
More Flexible And Competitive 


Ben D. Cooke, chairman B. D. Cooke 
& Partners, London, and president of 
Agency Managers Ltd. of New York, 
lectured on some aspects of American 
casualty business before the Institute 
of London. Noting that in the U. S. 
insurance is regulated, he observed 
that: 


It is in this conforming to control 
that American insurance has_ been 
made to differ so basically from ours. 
It is, of course, not sufficient just to 
say it is because of this control that 
American business has shaped a dif- 
ferent course from ours. Before you 
realize the inevitability of this you 
must know of the nature of the de- 
velopment of the control. This control 
is supposed to be merely regulatory. 
But, in the opinion of many American 
insurance men, it has gone far beyond 
this point, until today they feel there 
are areas which should be the preroga- 
tive of management in which some of 
the insurance departments from time 
to time make the decisions. 


It is well known that the directors 
of an insurance company are not free 
to invest the funds where they feel 
might be best; for example, the per- 
centage which may be invested in real 
estate is limited. Among other things 
this has equal applications to mort- 
gages and stock of other insurers. 


Insist On This, That 


It has been known for an insurance 
department to insist on the retirement 
of directors and the sale of stock by 
individual stockholders. There is a 
recorded case of an insurance depart- 
ment refusing to allow a company to 
build its head office on the site it 
desired and insisting it be built on a 
site on the other side of the street. 
These, of course, are extreme cases 
and by no means general. However, 
the general control is now quite sev- 
ere. 

All rates for all insurances have to 
be approved by the insurance depart- 
ment. Generally speaking, the rate for 

(CONTINUED ON PAGE 40) 





Reinsurance Terms Defined 


J. H. Lea & Co. of Chicago, reinsur- 
ance intermediary, has prepared a glos- 
sary of reinsurance terms in handy 
booklet form. The firm, as specialists 
in the field, serves insurer management 
on a broad front—comprehensive and 
objective analysis—to identify signifi- 
cant problems and major opportunities 
for profit improvement. It supplements 
management’s role. 

The glossary: 


ACQUISITION COSTS. The ceding 
company’s incurred expenses in ac- 
quiring its business, such as outlay to 
agents and brokers. 


AGGREGATE EXCESS OF LOSS. A 
stop loss agreement designed to rein- 
sure the primary company’s aggregate 
losses in excess of a specific prede- 
termined limit during a specified pe- 
riod. Example: A treaty which would 
indemnify a company’s collective losses 
in excess of a 70% loss ratio. 


ARBITRATION CLAUSE. A gen- 
tlemen’s agreement designed to resolve 
differences between the insurer and 
reinsurer without litigation. It pro- 
vides for the appointment of two ar- 
bitrators, each party having the priv- 
ilege of selecting one, who in turn, 
appoint an umpire who must be agreed 
upon before arbitration proceedings 
begin. The wording of the clause may 
vary, but the general purpose is that 


difficulties shall be settled on an 
equitable rather than a strictly legal 
basis. 


AUTOMATIC TREATY. Usually a 
pro-rata treaty whereby the reinsurer 
is automatically under a liability, si- 
multaneously with the ceding company, 
to accept a certain share of each risk. 
Each party has a fixed obligation. The 
direct company is obligated to cede, 
and the reinsurer is obligated to ac- 
cept. 


BORDEREAU. Premium bordereau 
is a monthly account summarizing the 
premiums due the reinsurer for all 
risks reinsured. Loss bordereau is a 
summary loss advice which the ceding 
company submits to the reinsurer in 
reporting losses. Each form sets forth 
such information as policy number, 
class of risk, gross premium, net pre- 
miums, and reinsurer’s participation. 
Bordereaux are used only in connec- 
tion with surplus or pro rata treaties. 


CATASTROPHE. An excess of loss 
arising from a catastrophic event such 
as a conflagration, earthquake, or 
windstorm. Catastrophe loss generally 
refers to the whole loss of an insurance 
company arising out of a single cat- 
astrophic event. 


CEDING COMPANY. The original or 
primary insurer. The primary insurer, 


or ceder, in turn enters into a contract 
with the second company, which is 
called the reinsurer. 


CESSION. The unit of insurance 
passed on to the reinsurer, by the pri- 
mary company, as distinct from the 
policy units of an insurance company. 
A cession may accordingly be the 
whole or a portion of (a) single risks 
or (b) defined policies or (c) defined 
divisions of business as agreed. 


CLEAR SPACE. The divisions be- 
tween single properties or groups of 
properties separating them into single 
risks. (Usually 40 feet clear space in 
the case of non-hazardous interests and 
100 feet clear space in the case of 
hazardous interests.) 


CLAIM EXPENSES. The court costs, 
interest upon awards and judgments, 
the company’s allocated expenses for 
investigation and adjustments, and al- 
located legal expenses, paid by the 
company (excluding, however, ordinary 
overhead expenses of the company 
such as salaries, monthly or annual 
retainers, and other fixed expenses). 


CONCURRENT POLICIES. The in- 
sured insures the same interest through 
separate contracts. The risk may be 
proportioned among several companies 
that have no contractual relationship 


(CONTINUED ON PAGE 39) 





22 REINSURANCE REVIEW 





HieNATIONAL UNDERWRITER 


Reinsurer Can Help Insurer To 
Face Problems Today, Tomorrow 


By JOSEPH P. GIBSON 
President, American Mutual Re 


(This discussion of reinsurance 
trends as they affect the primary in- 
surer’s underwriting manager, was pre- 
sented at the annual meeting in New 
York of Mutual Insurance Technical 
Conference.) 


Basically, reinsurance is a transfer 
of liability by means of a contract of 
indemnification from one insurer to 
another insurer. When this transfer 
is accomplished by means of propor- 
tional reinsurance, the ceding company 
automatically receives financial assist- 
ance whether or not such assistance 


was desired or needed. The well-fi- 
nanced insurance company will find it 
advantageous to consider nonpropor- 
tional reinsurance wherever possible, 
as this type reduces the financial as- 
sistance to a minimum. The ceding 
company that is not so strong finan- 
cially may find proportional reinsur- 
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ance acceptable, but, nevertheless, such 
company will do well to investigate 
the possibilities of excess of loss rein- 
surance in combination with share re- 
insurance. 


Buying Time 


Fundamentally, the purpose of a 
transfer of liability from one insurer 
to another insurer is to buy time. The 
reinsurer under its contract provides 
the ceding company with time during 
which its management may correct its 
mistakes. In the long run, the ceding 
company pays back to the reinsurer its 
reinsured losses plus the reinsurer’s 
expense loading thereon. 

What are some of these mistakes? 
The easiest and perhaps the most seri- 
ous error is to get indigestion from 
writing a volume of business too large 
for the company to absorb if such busi- 
ness is below par in quality. When 
this happens, financing by means of 
quota share reinsurance is a good as- 
pirin, but it never effects a permanent 
cure. Equilibrium can only be restored 
by control of volume and better un- 
derwriting. 

The three Rs of good financial in- 
vestment are the right industry, the 
right stock within such industry, and 
the right time to buy. This formula has 
a certain analogy to insurance under- 
writing. The good underwriter makes a 
conscious effort to select the preferred 
risks in a favorable industry to un- 
derwrite at the time when the rate 
level is adequate and the loss ratio 
for the class of business written shows 
a downward trend. For example, fire 
underwriters for many years have re- 
ferred to the preferred class of dwell- 
ings. At present, many companies are 
trying to reduce their share of this 
once profitable class by writing more 
small commercial risks. 


Headaches Possible 


An area for possible mistake is de- 
veloping with those companies that 
operate on an integrated, multiple line 
underwriting basis. A competent mul- 
tiple line underwriter is hard to come 
by. Unless the various perils now cov- 
ered under package policies, such as 
homeowners and commercial multiple 
peril policies, are recognized and prop- 
erly appraised, headaches for both the 
ceding company and the reinsurer are 
possible. 

What are some of the trends in re- 
insurance which may have an impact 
on the underwriting manager? 

The rapid growth of our economy in 
the United States, which encourages 
ever bigger business, together with the 
insidious influence of inflation, seem 
to demand ever larger underwriting 
capacity for companies engaged in fire 
and casualty business. Nevertheless, it 
would seem that the reinsurance mar- 
ket in general, has kept pace with 
these demands for large line limits. 
Only in certain specialty classes of in- 
surance, such as aviation, nuclear ener- 
gy and perhaps boiler and machinery, 
is there a tight reinsurance market. 

When foreign reinsurance is men- 
tioned, we usually think of London 
Lloyd’s. There are definite indications 
that this market is not expanding, at 
least to the degree of the economic 
growth of the U. S.—English inheri- 
tance tax laws are gradually breaking 
up the old large estates. When an 
old name at London Lloyd’s now drops 
out, it takes several new names to 
provide the same underwriting capa- 
city. Further, the method of triennial 
accounting inherent in London Lloyd’s 
operations hampers its availability for 
certain classes of insurance. 

The 1954 hurricanes which gave the 
foreign reinsurance market something 
over $100 million of losses had a chill- 
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ing effect on the desire of some un- 
derwriters for such business emanat- 
ing from the United States. Lloyd’s 
American account on casualty lines 
has not been too happy in the last 
four or five years. We are told that in 
1959 approximately 40% of the London 
market for reinsurance of workmen’s 
compensation business vanished. Lon- 
don Lloyd’s brokers started work last 
August on the 1961 renewal of rein- 
surance contracts on general casualty 
lines to discover as soon as possible 
the shrinkage in this market. 

However, there seems to be an in- 
creasing interest among European in- 
surance companies in reinsurance of 
U. S. business. Such interest is quite 
often tied-in with a demand for re- 
ciprocity. At this point, the prospec- 
tive American insurer which plans to 
make cessions to a European insur- 
ance company would do well to be- 
come a keen student of foreign ex- 
change. 

On tke other hand, the U. S. rein- 
surance market is in a healthy grow- 
ing condition. Just as many small and 
medium size companies are now cast- 
ing a longing look at new and addi- 
tional lines of business, so the big in- 
surance companies are entering the re- 
insurance market. The epidemic of 
multiple line underwriting is enticing 
the big casualty companies to investi- 
gate not only casualty reinsurance but 
fire reinsurance; and the big fire in- 
surers are playing with casualty rein- 
surance as well as fire. 


Broader Market 


All of this adds up to a broader re- 
insurance market, but one that may 
be of doubtful duration. It takes at least 
10 years for a reinsurer to be reason- 
ably certain of the ultimate result of 
his operation. Continued growth of 
ulcers and an expanding market for 
tranquilizers are indicated. 

Where does the underwriting man- 
ager fit in this picture? First, let’s 
define an underwriter. Forty years ago 
I learned the hard way that an un- 
derwriter is a person who when he 
makes money for his company is 
lucky; and who when he loses money 
for his company is just no good as 
an underwriter. So what can be done 
to make the underwriter lucky? 

In the last few years, a noticeable 
change has occurred in the competi- 
tive situation in the field of fire and 
allied lines. In the past, the stock 
companies which have traditionally 
written the bulk of this business have 
operated rather complacently on re- 
dundant rates. Under the protection of 
this umbrella of high rates, the mu- 
tuals were lulled into a sense of false 
security, as their dividends or their 
rate differentials were financed by 
redundant rates. Further, many of the 
smaller mutual companies gave lit- 
tle attention to their expense ratios. 


Giveaway Program 


The advent of package policies not 
only cut rates to a realistic level, but 
also started a giveaway program of 
broader coverage. Whereas in the past 
a loss ratio of 30 to 40 was consid- 
ered normal, nowadays it takes excel- 
lent underwriting to keep the loss ratio 
under 50. If the expense ratio isn’t 
reduced proportionately to absorb the 
increase in the loss ratio, then ob- 
viously something must give. If the 
rate differential or the dividend isn’t 
adjusted proportionately, the company 
becomes a good candidate for a merger. 

To the reinsurer these package po- 
licies create a few problems. First, the 
fire underwriter may be rather free 
with the limit on the CPL portion, 
as it is a line with which he is not 
too familiar. Secondly, the fire under- 
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writer is apt to think of his concen- 
trations of risk in terms of fire hazard 
from the extended coverage perils. 
Third, package policies seem to require 
greater underwriting capacity, and it 
is easy for the underwriter to desire 
capacity limits that are excessive in 
relation to his volume of premiums. 

In this era of change, however, there 
is one basic component which is no 
different than it was 40 years ago; 
namely, the coinsurance clause. It is 
surprising the number of companies 
that do not seem to understand the 
importance of insurance to value, par- 
ticularly under the package policy. To 
the extent that insurance is written 
under a homeowners policy for an 
amount less than 80% of value, the 
effective rate for the policy is reduced 
proportionately. Or to put it another 
way, at least one successful under- 
writer of homeowners policies states 
categorically that insurance to 80% of 
value is a necessity to produce a profit 
on this line of business. Some keen 
underwriters insist on insurance to 
80% of replacement cost. 

In the casualty field, the multiple 
line fever is tempting the casualty 
underwriter to go into the fire busi- 


ness. In such cases, there is a notice- 
able tendency on the part of the cas- 
ualty people to start writing large 
lines, as they are accustomed to high 
limits on casualty policies. This pro- 
gram is excellent if the quality of the 
risk is above par. 

There seems to be a growing in- 
terest among casualty underwriters of 
general liability lines to enter the 
workmen’s compensation field. This is 
indeed a specialty line. Some under- 
writers don’t realize that the WC poli- 
cy is one without any stated limit of 
liability. In reality it is compulsory in- 
surance with fully regulated rates. The 
nuclear energy hazard is included in 
the standard WC policy as well as the 
normal reinsurance thereon. The slow 
emergence of serious losses in this 
class gives the neophyte a false feeling 
of success. 

Then, of course, there is the threat 
of compulsory insurance on the horizon 
of the largest class of casualty busi- 
ness, namely, the automobile. Under 
compulsory automobile insurance, se- 
lective underwriting is difficult and 
rates for the class become a political 
football. The successful underwriter of 
this class indeed needs a lot of luck. 
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Where do we go from here? 

For those companies that operate a 
fully integrated underwriting depart- 
ment, integrated reinsurance is avail- 
able. Of necessity it is still in the ex- 
perimental stage, since it takes years 
to know the ultimate result from cas- 
ualty lines. 

For the company that continues on a 
segregated underwriting basis, there 
is an adequate reinsurance market. 
The keen underwriter seems to prefer 
the application of reinsurance to dif- 
ferent lines individually, so that the 
results may be determined more ac- 
curately. 


Expense In Any Type 


In the primary insurance field, the 
real competition is in the expense ratio, 
Any type of reinsurance is an expense. 
Accordingly, the real impact of rein- 
surance on the underwriting manager 
is not only its cost under the treaty, 
but the invisible and often overlooked 
cost of handling it. Quite often the 
total cost of reinsurance measures the 
competitive advantage between com- 
panies. 

Reinsurance supplies money for fi- 
nancitig and time to correct mistakes. 
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Continental Reinsurance Still 
Produces Underwriting Loss 


By L. TYTENS 


Reinsurance was known in Flan- 
ders, now a province of Belgium, in 
the Middle Ages. When an underwrit- 
er—they were merchants as well as 
underwriters—had too heavy a com- 
mitment on a venture, or when he 
could get someone else to shoulder his 


liabilities at a reasonable premium, he 
had recourse to reinsurance. Those 
are sound principles for today. 

There were also abuses, and as a 
result, in 1570, the first known rules 
applying to reinsurance were promul- 
gated. 

Reinsurance again is very much in 
the limelight. The present unsatisfac- 
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tory technical results should be a cause 
of concern not only to reinsurance sell- 
ers but also to buyers, the primary 
insurers. 

For German insurers 1959 turned 
out to be a satisfactory year on pri- 
mary business. Over-all premium in- 
come rose by approximately 12%. Life 
business showed the major gain. Claim 
experience varied by line. Fire losses 
on factories were bad. The 1959 loss 
ratios (with 1958 results in parenthe- 
sis) were: 

Fire 60.8 (45.6), housebreaking 18.9 
(12), bodily injury liability 58.3 (54.8), 
motor car 67.6 (67.4), machinery break- 
down 69.7 (71.3), credit insurance 36.8 
(44), tempest 18.6 (41). 


Premiums For 1959 
Premiums for 1959, with 1958 fig- 


ures in parenthesis, were, in thou- 
sands: 
Life $647,750 (567,500), casualty, 


including third party motor risks, 
$563,784 ($491,050), physical damage, 
including fire, $277,665 ($249,500), 
ocean marine $101,250 ($94,500), sick- 
ness benefits $277,840 ($249,500), cred- 
it $49,750 ($41,750), and aviation $4,- 
367 ($3,508). 

Executives of leading insurers con- 
tinue to be principally concerned with 
third party liability, which generally 
has been unsatisfactory. The story is 
the same world wide. 

In Germany new rates went into ef- 
fect Jan. 1, 1960 on automobile lia- 
bility. (These rates are government 
controlled.) At the same time agents’ 
commissions were reduced. The auto- 
mobile premium accounts for 75% of 
total casualty and is by far the most 
important line for the insurers after 
life. This applies to all European 
countries, with slight differences. 

Ocean marine rates are inadequate, 
it is said. The German companies say 
competition from foreign markets is 
keen, principally London. However, 
of the total of ocean marine written 
in Germany, mostly on the national 
fleet, 40 to 50% is reinsured in Lon- 
don. 


Aviation In The Red 


Aviation risks, a fairly new line for 
German insurers, is underwritten by 
a pool. The pool reinsures abroad and 
accepts reinsurances from abroad. The 
line apparently was in the red for 1959. 

As to German reinsurance results, 
fire was bad, due chiefly to a large 
loss at the Volkswagen factory and to 
automobile liability. Fire risks from 
abroad were unsatisfactory from Scan- 
dinavia, which are normally satisfac- 
tory. Business from Italy and other 
Eurcpean countries was _ satisfactory. 
U.S. and Canadian fire business im- 
proved but auto liability was worse. 

The story of reinsurance on the 
Continent remains what it has been 
for the last few years—adverse over- 
all underwriting results, the losses 
being erased by investment profits. 
The run-off of any particular account 
is never indicated. Normally the loss 
reserves exceed final settlements, 
which often include the legal costs. 
Some maintain that profits, or losses, 
on investments should not be credited 
or debited to an underwriting account. 
It is also suggested that legal costs 
ought not to be charged against the 
underwriting account. 

The European Common Market plans 
to allow, in a not too distant future, 
insurers and insurance intermediaries 
to operate freely in any one of the six 
countries—Belgium, Netherlands, Lux- 
embourg, France, Germany and Italy. 
It might be suggested that while in- 
surance, even on a world wide basis, 
would benefit from the lifting of all 
restrictions on operations of interme- 
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diaries, it is not apparent that there is 
a need for all the insurers that now 
operate only domestically in common 
market countries to spread their ac- 
tivities and add their capacity to that 
already available. 


Harmony Of Controls 


It is being argued by those partici- 
pating in the discussions of common 
market regulations that controls and 
insurance practices will need to be 
harmonized before free operation of 
brokers and underwriters could be 
achieved. 

In this area, at Monte Carlo in Sep- 
tember delegates of Comite Europeen 
des Assurances (company executives) 
and Bureau International des Produc- 
teurs d’ Assurances et de Reassurances 
(producers) held meetings. 

A certain measure of insurance self- 
sufficiency applies to Italy. In other 
words, national companies control the 
business. As a result, where foreign 
underwriters are involved it is. mainly 
through treaty reinsurance (first 
surplus against reciprocity), faculta- 
tive reinsurance (when it concerns 
important risks) and direct insur- 
ance abroad (mainly London and 
when it concerns large or target risks). 
The Andrea Doria hull was insured 
80% abroad by way of facultative re- 
insurance, and in addition not an un- 
important share through normal sur- 
plus treaties. 


Few Brokers In Italy 


This is explained by the fact that 
brokers are almost non-existent in 
Italy. Business comes to the compa- 
nies mainly through agents who oper- 
ate for a stated underwriter. Compar- 
able conditions apply in federal Ger- 
many and Luxemburg. This results in 
a large flow of premiums toward un- 
derwriters domiciled outside the coun- 
try. Italian insurers reinsure in Lon- 
don about 60 to 70% of the premium 
income on their national ocean hull 
business. 

The cost of extending a _ national 
market’s capacity by reinsurance adds 
to the cost of insurance as little as 5% 
and as much, in extreme cases, as 
20%. Throwing open the doors to all 
common market underwriters would 
amount to something in the nature of 
an “earthquake” for the Italian insur- 
ance business with very heavy reper- 
cussion on reinsurance and, to a lesser 
degree, on Lloyd’s direct business. 

In Belgium, on the contrary, there 
is almost complete insurance free- 
dom. Life, workmen’s compensation, 
and motor vehicle third party risks are 
transacted by admitted insurers only. 
But any company that cares to do so 
can become an admitted company. 
There is a large number of national 
offices, which cater mainly to the small 
risks—dwellings, small trades, non- 
hazardous small factory risks, bodily 
injury, and, almost all of them third 
party motor vehicle risks. Aviation 
risks are written by one specialty 
stock company, which reinsures very 
heavily all its commitments. These 
are widely spread over the London 
market. 


Many Foreign Insurers 


Many foreign insurers operate in 
Belgium, including a few American 
companies. The British outnumber 


them all. In marine, commercial and 
factory fire risks the British offices 
are leaders, although this latter sec- 
tion is in many instances rated by 
leading Belgian offices. Brokers play 
a leading role in spreading risk. Tar- 
iff agreements apply to fire risks and 
motor third party. 

There. is an important insurance 

(CONTINUED ON PAGE 37) 
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Executives of several primary in- 
surance companies were asked by The 
National Underwriter to express their 
views on reinsurance—either special 
problems they are having with it or 
exceptional values they have received 
from it. Their replies follow: 

xX x xX 


{ Roy S. Thompson Jr., president of 
American Southern of Atlanta: 
Reinsurance is perhaps more vital 
to smaller companies than it is to the 
insurance giant. Many of us do not 
have enough business in a given cat- 
egory to provide a true spread. There- 
fore, reinsurance is absolutely vital to 
the survival of a small company. 
Many small companies approach re- 
insurance on the basis of making mon- 
ey out of the reinsured portion of their 
business. This is a snare and a delu- 
sion. If the reinsured portion of any 
company’s business is profitable, the 
company would be better off to hold 
all of its business net for its own ac- 
count. To properly approach any re- 
insurance problem, we must remember 
that reinsurance can accomplish two 
things, and only two things. First, re- 
| insurance can be a company’s “bank- 

















er” by holding a portion of the com- 
pany’s reserves, and this, of course, 
gives the company increased capacity. 
Second, reinsurance can round off the 
peaks and the depressions in a com- 
|} pany’s operating statement. We must 
' not forget that reinsurance is a cost 
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because the reinsurer expects to make 
a profit on each account over a period 
of time. 

Several years ago I took over a com- 
pany that was in serious financial dif- 
ficulties. Its surplus was depleted and 
its operating ratios were excessive. 
When a company is in this condition 
it is difficult to arrange proper rein- 
surance. But I am happy to say that 
I found people in the reinsurance busi- 
ness who had enough faith in our re- 
covery to provide us with the rein- 
surance we needed. During the early 
years the reinsurers lost money on our 
account. Year by year we whittled on 
our reinsurers’ deficits until now every 
one of our present reinsurers is in the 
black. They carried us through a very 
rough period. Now I am quite willing 
for them to enjoy the profits of a 
more prosperous era. No doubt, at some 
to produce a profit for our reinsurers. 
But if I stick with them and they stick 
with us, I am confident that both of 
us can make a profit over the long 
pull. It is imperative that both company 
and reinsurer approach any reinsur- 
ance transaction as if it is to be a last- 
ing arrangement. 

I cannot discuss reinsurance without 
mentioning the importance of catas- 
trophe covers. Though my company 
has never collected a dime from catas- 
trophe reinsurers, I certainly sleep 
better knowing that I have adequate 
catastrophe reinsurance. As a matter 
of fact, I call it “sleep reinsurance.” 


Reinsurance Problems And Values 


Are Viewed By Insurer Executives 


Most small companies have substantial 
concentration of business in limited 
geographical areas, and thus a small 
company can suffer catastrophic losses 
from a localized occurrence. I am a 
great believer in the so called “um- 
brella” type of catastrophe cover. This 
type of catastrophe reinsurance in- 
cludes all lines subject to one occur- 
rence under one treaty and subject to 
a single deductible. Though we did not 
call on our reinsurers, Hurricane 
Donna proved to us the value of the 
“umbrella.” A substantial portion of 
our losses from that storm was from 
automobile physical damage, and we 
carry no participating reinsurance on 
physical damage which means that 
100% of every automobile loss could 
have been charged against our catas- 
trophe treaties. 
x x x 

A. W. Benson, executive vice-presi- 
dent of Pawtucket Mutual, writes: 

The primary purpose of our man- 
agement is to maintain a strong fi- 
nancial position that will enable us to 
continue to provide sound protection 
to our policyholders with savings. 

At the same time, we are faced with 
the necessity of meeting the prevailing 
competition and providing our agency 
plant with adequate facilities and ca- 
pacity. 

Our membership in Mutual Fire In- 
spection Bureau of New England qual- 
ifies us for participation in that un- 
derwriting pool. Mutual Fire Under- 
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writers Assn. offers large capacity on 
engineered business. This has been of 
substantial help to us as it is an ex- 
cellent tool for agents and because of 
the inpection service provided, the 
loss ratio has been consistently good. 
It also enables us to offer capacity 
that otherwise we would not have 
available. Similarly a pooling ar- 
rangement for our inland marine busi- 
ness, Mutual Inland Marine Under- 
writers of New England, has enabled 
us to offer capacity and specialized 
service for inland marine. 

Some 20 years ago, when reinsur- 
ance methods were changing, we made 
a close study of our operations and 
found that we could effect savings by 
a progressive shift from pro rata re- 
insurance to excess of loss and, in ad- 
dition, have available increased funds 
for investment purposes. 


Leveling of Risk 


At the same time, we realized that 
if this program was to become suc- 
cessful a reasonable limit, subject to 
probable maximum loss, should be es- 
tablished. Hence, it became necessary 
to arrange for reinsurance in areas 
where we had a concentration of busi- 
ness. A first surplus treaty was se- 
cured for this purpose and to provide 
for leveling of risk for catastrophe. 
In order that our first surplus rein- 
surer might have the necessary spread 
and volume, we increased our gross 
lines on quality business sufficiently 
to allow it to participate. Under this 
plan, the reinsurer has enjoyed a con- 
sistently good loss ratio. We, in turn, 
have benefited through an annual 
contingent commission payment. 

Our treaty reinsurers also have pro- 
vided us with catastrophe coverage up 
to $2 million at a reasonable cost. In 
this connection, we believe our method 
of underwriting by risk, block and map 
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sheet, with established limits for des- 
ignated conflagration and tornado are- 
as, has helped materially in keeping 
their losses and our costs down. 

I believe a simple answer to the re- 
insurance problem is careful under- 
writing of gross lines. The reinsurer 
is a partner in the operation. Only 
through protecting its interest as well 
as that of the ceding company is it 
possible to maintain an economical re- 
insurance market so vitally neces- 
sary to successful operation. 


General Observations 


Reinsurance should be individually 
tailored to a company’s needs. For ex- 
ample, two mutual companies may be 
fairly equal in relation to premiums 
written and policyholders surplus. But 
the company with the smaller in-force 
and wider territory spread is in a 
much better position to absorb a shock 
or catastrophe loss. 

Windstorm predominates today as 
the most frequent cause of catastrophe 
loss. Professional reinsurers with a 
good spread of risk amortize such loss- 
es over a 20 year period. Hence, a 
ceding company with reasonable spread 
and financial strength could assume a 
catastrophe retention of up to 5% of 
surplus, with a resulting cost savings 
along with preservation of its rein- 
surance markets. 

The cautious underwriter will tem- 
per his retentions in areas where his 
business is concentrated by the judi- 
cious use of treaty or facultative rein- 
surance to preclude the entire burden 
from falling on his catastrophe rein- 
surers. At the same time he is pro- 
tecting his company against localized 
shock losses, such as_ conflagration, 
tornado, hail and riot. Gross accept- 
ances, too, should be limited by block, 
map sheet or defined areas based on 
topographical conditions for further 
protection of both company and rein- 
surer. 

For normal operations, the company 
must analyze such factors as its spread 
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of risk, unearned premium reserve, 
surplus, and capacity problems, to de- 
termine if a spread loss contract, pro 
rata treaty, a quota share arrangement, 
or a combination would best serve 
their purpose. 

It is difficult for the average mu- 
tual company to change abruptly to a 
spread or excess of loss contract be- 
cause of the resulting sharp increase 
in the unearned premium reserve. Usu- 
ally, in such cases, supplemental pro 
rata or quota share contracts are ar- 
ranged to cushion the shock until the 
effect on reserve levels out. 

Once this is accomplished, a com- 
pany that enjoys a good average loss 
ratio will retain more of its profits 
and have available increased funds for 
investment purposes, in addition to 
reducing the costs of handling. Care- 
ful underwriting of gross lines is a 
must to avoid a build-up in rate that 
would destroy any advantage achieved 
and might necessitate the costly process 
of returning to pro rata reinsurance. 


Pro Rata Complement 


Many companies use pro rata rein- 
surance to complement excess of loss. 
This gives them a facility for leveling 
in areas where their business is heavy 
and provides them with better capa- 
city. Here again, the pro rata reinsurer 
must be protected by sufficient volume 
and spread of business to allow for a 
profit. This is usually accomplished 
by grading the acceptance of gross 
lines on the basis of desirability, there- 
by maintaining the quality of the busi 
ness ceded. 

Since quota share reinsurance nor- 
mally provides a profit guarantee to 
the reinsurer, its use should be con- 
fined to situations where an insurer 
needs unearned premium reserve re- 
lief or automatic protection in areas 
where there is a concentration of risk. 

A necessary prelude to the estab- 
lishment of a sound reinsurance pro- 
gram isa thorough analysis of opera- 
tion and cost. A definite underwriting 


program should be established and in- 
efficient practices eliminated before it 
can accomplish its purpose. 


p 4 xX x 

The president of a successful re- 
gional mutual replied: 

A glance at the record will show 
that we have always reinsured a high 
percentage of our premiums. Cer- 
tainly without a satisfactory reinsur- 
ance program we never would have 
been able to maintain the growth 
which we have enjoyed. And as we 
analyze our future operations, it ap- 
pears to us that we will continue to 
reinsure a considerable volume per- 
centage-wise during the next few years. 
We seem to be able to secure a better 
than industry average increase of 
business in the area which we serve, 
and we certainly hope that this will 
continue. 

We feel that as long as we can 
maintain satisfactory reinsurance fa- 
cilities we should continue to develop 
our direct premium production so that 
when we do reach a plateau, we will 
be able to reduce reinsurance and in 
this way continue to show a reason- 
able growth. 

We feel that our reinsurance pro- 
gram has helped in many ways. First 
of all, it has enabled us to write 
larger lines in order to meet competi- 
tion of larger companies, it has re- 
lieved the pressure on our surplus 
account, and in the case of catastrophe 
reinsurance, it has protected us 
against concentrations which we have 
and which we presume most small com- 
panies have. 

We have found our reinsurers most 
cooperative by helping our  under- 
writers and our claims people in solv- 
ing their problems. We find the advice 
of our reinsurers very helpful when 
we go into new lines or enter new 
areas. Most large reinsurers maintain 
a trained staff for this particular pur- 
pose. 

To give you an example of where a 
sound reinsurance program has been 
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indispensable, we would like to cite 
our catastrophe reinsurance experi- 
ence over the years. We have always 
maintained large catastrophe contracts 
because of concentration in some areas 
and for many years had no occasion 
to make a claim. By the middle of 1959, 
we were carrying a contract providing 
roughly for 90% reimbursement of 
losses over $75,000 with a top limit of 
$2 million. Hurricane Gracie paid us a 
visit Sept. 29 and resulted in our hay- 
ing 8,761 losses with a gross payment 


of better than $1,800,000. Our net loss . 


from this catastrophe was approxi- 
mately $150,000, which we were able 
to absorb without strain on our fi- 
nancial position. 

We have had many comments from 
other company executives compli- 
menting us on the way our reinsurance 
protected us in this instance against a 
serious loss in surplus. 


xX xX x 

An old and respected New England 
mutual wrote: 

Although for the most part our re- 
surance contracts are satisfactory 
and appear to be the best obtainable, 
we are obliged to place a portion of 
our business through several agencies 
for obvious reasons. Therefore, as a 
consequence, the program is not en- 
tirely to our satisfaction. 

Just for the record, however, we 
would comment that the reinsurance 
contracts with Mutual Fire Underwrit- 
ers Assn. and the companies carrying 
our first surplus treaties enable us to 
write substantial amounts on desirable 
risks which we would otherwise be 
unable to handle. 

Under present conditions, it is al- 
most imperative that a company ob- 
tain desirable reinsurance contracts if 
they expect to meet the existing prob- 
lems. 

xX xX xX 


Morton T. Jones, president of Kan- 
sas City Fire & Marine, replied: 

A great deal has been written about 
the purposes of reinsurance and how 
a reinsurance program should be tail- 
ored to the needs of the individual 
company involved. Sometimes in mak- 
ing the many adjustments in a rein- 
surance program needed to supplement 
the operations of the company, an 
aura of mystery is created. Yet in 
essence, such changes merely point up 
the requirement that a _ reinsurance 
program should be sufficiently flexible 
to satisfy the many various needs of a 
company and to help it grow. 

One thing is clear, however,—the 
business of insurance just cannot be 
conducted without reinsurance. There 
are also certain other axioms that suc- 
cessful insurance company executives 
are quick to recognize, among which 
are: 

1. A sound reinsurance program is 
vital to the success of a company’s 
underwriting results. 

2. A company cannot long endure 
which is dependent upon favorable 





ee 


reinsurance commission terms to keep | 


its underwriting experience profitable. 

All of this is another way of saying 
that unless a company underwrites its 
gross business profitably and uses its 
reinsurance facilities wisely as an 
underwriting tool, it will soon be 
without a reinsurance market. 

What, then, constitutes a ‘sound 
reinsurance program”? This can mean 
a variety of things to different com- 
panies. A reinsurance program should 
be tailor-made to meet the special 
needs of the company, whether its 
particular problem be one of volume, 
surplus relief, underwriting capacity, 
expense, or something else. 


It is here that professional reinsur- 
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ance companies can perform an ex- 
tremely worthwhile function for their 
clients. By virtue of the opportunity 
they have to view the whole insur- 
ance industry objectively, they are in 
a unique position to advise and assist 
in setting up reinsurance programs 
that will meet the particular needs of 
their reinsured. 


Enjoyed Fine Relationship 


We in the Kansas City F.&M. have 
been extremely fortunate over the 
years in enjoying a fine relationship, 
or, as I would prefer to call it, a part- 
nership with our reinsurers. Coming 
into being at the very beginning of 
the depression period, the company 
has run the gamut of the problems 
faced by the insurance industry in the 
ensuing years. From its initial growing 
pains right through the post-war econ- 
omic expansion period and on up to 
the present day its reinsurance pro- 
gram, thanks to the cooperative assis- 
tance given by its reinsurers, has been 
geared to keep pace with its growth 
and the ever changing character and 
composition of its business. 

Just as the insurance industry itself 
has undergone a process of evolution 
during the last three decades, so has 
the reinsurance program of the Kansas 
City F.&M. and of other companies 
similar in size and character. From 
what might be considered the simplest 
form of reinsurance, namely, quota 
share, the company gradually ex- 
panded its reinsurance program to in- 
clude first a surplus treaty and the 
an excess of loss program. 


Problem One Of Growth 


Historically, our problem has been 
one of constant growth with the in- 
evitable effect that this has had upon 
the company’s surplus position due to 
statutory reserve requirements. As 
indicated above, in our company’s 
earlier years we employed a 100% 
quota share. In this instance, our rein- 
surers exhibited complete faith in our 
underwriting, for at that time we were 
acting merely as brokers im passing on 
liability to our reinsurers. 

As time went on and competition 
presented capacity problems, a first 
surplus treaty was adopted, which was 
used in combination with the quota 
share, the latter being the effective 
means of controling the drain on sur- 
plus as a result of the increasing pre- 
mium writings. 

In more recent years, one of the 
prime targets of the company has been 
towards the development of a pre- 
ferred class of business. With this 
change, we again adjusted our rein- 
surance program to provide for the 
assumption of an even greater share 
of our direct business. Thus, it was 
decided to adopt an underwriting ex- 
cess of loss cover supplemented by a 
quota share to offset to some degree 
the loss of surplus occasioned by such 
a program. Additionally, a surplus 
treaty was maintained to provide for 
those risks requiring unusual capa- 
city. 


Further Changes Inevitable 


This is the program currently in 
existence. As time goes on, it is inev- 
itable that further changes will take 
place in the company’s reinsurance 
arrangements in order to keep pace 
with the ever changing economy of 
the land. This is progress. Through it 
all we are confident that our rein- 
surers will continue to make available 
their invaluable facilities, advice and 
assistance without which no company 
can prosper. This can be expected, 
however, only as long as the company 
continues to live up to the axiom of 
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underwriting its gross business profit- 
ably for the benefit of both itself and 
its reinsurers. 

xX x xX 

J. J. O’Neill, vice-president and gen- 
eral manager of Utica Fire, replied: 

It has always been my firm belief 
that no insurance company is finan- 
cially stronger than its reinsurance 
contracts. Reinsurance is a stabilizer 
to the financial condition of a company, 
as it is the real backbone of the in- 
surance business. 

The reinsurance market is the baro- 
meter for the industry and generally 
is the first to know the over-all 
trends, therefore serving as a beacon to 
the business. 

As you know, as companies go, we 
are just a small company. 

Our net retention on a risk is pre- 
sently $5,000. Without reinsurance we 
could not operate and it is very ques- 
tionable if we could be in business to- 
day. Most lines, particularly protected 
risks, are gauged on a partial loss basis 
rather than a total loss basis as has to 
be taken into consideration on pro- 
tected lines and risks of varying con- 
struction and occupancy. 

We are a non-assessable advance 
premium cooperative company oper- 
ating for the most part on a deviated 
rate basis. Reinsurance has helped us 
to compete more vigorously by provid- 
ing additional capacity through excess 
of loss contracts, treaty or pool con- 
tracts and the facultative market. We 
feel that reinsurance costs are, at the 
present time at least, within our 
framework of operation. 

Reinsurance has been of exceptional 
value to us in the handling and bid- 
ding on the larger lines, which we 
could not begin to touch without 
these facilities. 

It has always been our endeavor 
not to overexpose our reinsurers, know- 
ing full well that contracts cannot be 
abused. 

x x x 

Victor T. Ehre, president of Buffalo, 
writes: 

It is academic that the true function 
of reinsurance is to dispose of surplus 
liability—liability beyond the compa- 
ny’s own net capacity. This is funda- 
mental to the average fire and casu- 
alty business, and while fluctuations 
in results are unavoidable, the proper 
use of reinsurance will help consider- 
ably to smooth out the high and low 
spots of a company’s loss experience 
curve. Of course, beyond this there are 
special programs such as catastrophe 
covers. 

For a small or medium sized com- 
pany, and to a lesser extent even the 
giants, the need for reinsurance to 
provide competitive capacity should be 
obvious. Every well managed company 
has an underwriting guide which spe- 
cifies the net amount of insurance it 
should retain for its own account on 
all types of risks, all classifications of 
occupancy and under a variety of 
kinds of protection. 

Years ago agents had a tendency to 
divide risks among a number of com- 
panies in separate policies and capacity 
was not the competitive problem that 
it is today. With expense factors be- 
coming increasingly important, the 
tendency has been to discontinue the 
practice of dividing up a single risk 
into many parts. The emphasis has 
been upon consolidation as much as 
possible into a single contract. This has 
put the pressure on for competitive 
capacity. Under these circumstances 
we couldn’t operate successfully with- 
out the capacity that our reinsurance 
program supplies. 

By means of our treaties it is pos- 
sible for us to write automatically 30 
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times the amount we have established 
as a prudent net line. Of course, we 
rarely, if ever, use the full capacity of 
our treaties, but it is there for special 
situations. In addition, we have avail- 
able to us facultative reinsurance by 
means of which the small or medium 
sized company can write an almost 
unlimited fire or casualty account. 

Reinsurers give their companies a 
vast amount of collateral help which 
has nothing whatsoever to do with the 
reinsurance account. Because they are 
dealing with a great many primary 
writing insurers, they have special op- 
portunities to observe and analyze 
company operations. We benefit from 
these observations in the following 
ways: 

1. We ask them to help us in the 
analysis of our results and to assist us 
in setting up underwriting policy so 
that we are not out of line with other 
companies of our size and scope. 

2. They provide us with current in- 
formation on industry developments 
long before it becomes available in 
statistical tabulations. They are also to 
supply us with information on unique 
or new successful practices of other 
companies. 

3. In their travels they often dis- 
cover personnel who would be useful 
to us in our organization. 


4. Through the exchange of premi- 
um and loss results with some of our 
reciprocal reinsurers we obtain a 
prompt comparison of our production 
and loss progress with the average 
companies. 

Whether the cost of our reinsurance 
has been moderate is a matter of 
judgment. We exchange reinsurance 
with a number of companies and in 
such cases there would be no cost ex- 
cept that developed by difference in 
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results. However, our experience with 
fire surplus pro rata reinsurance is 
that the cost of the coverage is cer- 
tainly modest but the cost of account- 
ing for the reinsurance is becoming 
substantial. The cost of handling sur- 
plus treaties under our fire insurance 
program has grown enormously and we 
are right in the midst of exploring 
means of reducing or eliminating the 
processing expense. In this particular 
area, reinsurers can certainly help by 
keeping their requests for information 
at a minimum. 

I think it is a well established prin- 
ciple that the primary company will 
eventually pay his own losses. In the 
long run the cost of the reinsurance is 
equal to the amount of the reinsured 
losses plus a profit and expense load- 
ing for the reinsurer. I think that com- 
petition among the reinsurers will cer- 
tainly tend to keep the expense and 
profit loading factors at a reasonable 
level. 

Over the years we have been for- 
tunate in the stability of our reinsur- 
ance markets and in the many collat- 
eral benefits they have provided. We 
lean heavily on them not only for their 
facilities but for their guidance and 
counsel. Our reinsurance arrangements 
have stood the test of time. Even in 
1954 when Hurricanes Hazel and Carol 
hit us for gross losses of $1.1 million 
our reinsurers contributed $900,000 of 
that loss and are still with us. I am 
happy to say that we did not let them 
down. Since 1954 the catastrophe cover 
has shown a consistent profit, Donna, 
Audrey, and others notwithstanding. 


xX x x 


The president of a group with more 
than $70 million of assets writes: 

Reinsurance has definitely helped 
our company. I don’t see how any 


company our size or smaller could 
have lived without a good reinsurance 
program. In these days when many 
agencies are cutting down on com- 
panies, it means that a company must 
write large lines if it is to stay in the 
agency, and, I am sorry to say, lines 
all out of proportion to what we ought 
to write. 

I have in mind an agency that had 
20 companies and cut them down to 
five. Two of the five were giants, and 
the other two are much bigger than 
we are. Yet we were one of the five to 
stay. This agency had a large number 
of target lines and it was necessary for 
us to write our share. Without rein- 
surance we would have lost one of the 
most profitable agencies that we have 
on our books. To a degree I think this 
same idea runs all through our busi- 
ness. 

There have been times when our 
reinsurance probably cost us money. 
But in the long run we believe it has 
not been expensive and perhaps has 
helped reduce our cost a bit. To my 
way of thinking, reinsurance compan- 
ies have been a jump ahead of the 
business in that they have helped 
companies to reinsure in such a way 
that the cost of physically putting 
through the reinsurance has been kept 
to a minimum. 

xX * x 

Thomas B. Layton, executive vice- 
president of Fidelity-Southern Fire of 
Houston, writes: 

I feel, with maybe an exception or 
two, that our thoughts and utilization 
of reinsurance may be common with 
other companies of our size and lines. 
However, I will explain our coverages 
and advantages as well as I can. 

Since the early part of 1953 when 
we first began writing business, we 
have maintained a combined quota 
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share and surplus type treaty. This 
has been altered only to the extent of 
providing a greater or lesser maxi- 
mum net retention under the quota 
share section of the treaty. Each risk 
is subject to the quota share portion of 
our treaty until it reaches and ex- 
ceeds $15,000. 

In addition to the foregoing treaty 
we also have a mortgage guaranty 
treaty which has been of tremendous 
value to us due to our age and surplus, 
which in numerous cases has not met 
the minimum requirements of mort- 
gagees. Under this separate treaty we 
are able to provide these investors 
with 100% reinsurance certificates. Of 
greater value to our company is the fact 
that we are not forced in an embar- 
rassing position by having to tell our 
agents that these investors will not 
accept our policies. 

xX xX x 

The president of a successful mid- 
west insurer replies: 

Naturally, many of our decisions 
wth respect to reinsurance must con- 
sider the fact that until this year we 
had, by choice, remained one of the 
relatively few companies of any ap- 
preciable age that continued to pro- 
duce its primary business in only one 
state, and has financed its growth to 
its present respectable volume entirely 
through operations (and yet has ar- 
ranged its affairs so that it can com- 
pete with respect in its own territory 
with any company in the _ business, 
large or small). 

It is also important in evaluating our 
program to keep in mind that the 
company is and has always been a 
fully integrated multiple-line company 
with approximately 45% of its premi- 
um arising out of fire and inland 
marine lines and 55% from casualty 
and auto. The large volume of fire and 
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inland marine business from a rela- 
tively small geographic area, as well 
as our record of having financed all of 
our substantial growth through oper- 
ations, has in certain respects caused 
the company to have distinctly differ- 
ent problems reinsurance-wise in the 
fire and marine field from those that 
present themselves in the casualty 
field and has resulted in the company 
being notably large buyers of fire and 
marine reinsurance. 


Dwelling Concentration 


The company has insured the dwel- 
ling classes particularly. Therefore, it 
has had the problem of concentration 
of risks which are susceptible to losses 
from the elements. 

Our purchases’ of reinsurance 
throughout the years have helped 
maintain a favorable ratio of capital 
and surplus to net premiums written 
and to unearned premium reserve. 
Consequently, reinsurance has been 
helpful in financing growth of the 
company’s business. 

The company’s purchases of rein- 
surance in fire lines, together with its 
past reinsurance experience, have 
given it reinsurance capacity in un- 
usually large amounts. This has af- 
forded the company the opportunity 
wherever desirable to participate in 
large gross lines on individual risks. 

The conservative approach taken by 
the company to its net retained lia- 
bilities in the fire and allied field re- 
sult in its net retention on any one 
exposure being considerably less than 
$10,000 regardless of the amount of 
gross line. While the company could 
afford larger net lines, the resultant 
increase might result in distortion of 
the comparative experience. We and 
our reinsurers have sought to main- 
tain as close a relationship between 
the two figures as possible. We have 
also used our very extensive purchases 
of treaty reinsurance and our result- 
ing low retentions as a partial replace- 
ment against what we believe would 
be excessive catastrophe cover. 


Catastrophe Purchaser 


Nevertheless, we believe the com- 
pany to be one of the larger pur- 
chasers of catastrophe reinsurance. 

With respect to its casualty business, 
the company has not used its rein- 
surance program to finance volume 
but rather as a means of spreading 
the risk on an excess of loss basis. 

On both fire and casualty business 
it is unusual for the company to ex- 
pose its treaty companies to their full 
treaty limit of liability. Underwriters 
are under instructions to watch this 
closely, and considerable use is made 
of facultative arrangements so _ that 
treaty experiences will be protected 
against a possible, although improba- 
ble, loss of unusual size. 

“In the casualty as in fire, company 
retentions are relatively low. This not 
only develops from the conservative 
attitude of management toward its 
commitments but also is possible be- 
cause of producing through the years 
very favorable experience for its cas- 
ualty reinsurers. 

Naturally, in our opinion the cost of 
reinsurance over the years has been 
moderate. At all times treaty arrange- 
ments have been made in such a man- 
ner that the ultimate net cost of such 
reinsurance bears an extremely close 
relationship to actual loss and loss 
expense costs with provision for rea- 
sonable underwriting profit by the 
reinsurer. We have been inclined to 
feel that costs of catastrophe reinsur- 
ance, at least on our own experience, 
are somewhat high. But we believe 
that this probably results from our 
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conservative catastrophe retentions 
and probable proportionately high lim- 
its of coverage carried. 


Internal Savings 


In the past several years we have 
paid a great deal of attention to the 
internal costs of reinsurance. Treaty 
changes have been made so that prac- 
tically all treaty reinsurance and rein- 
surance losses have become a_ book- 
keeping rather than an underwriting 
function. During and subsequent to this 
transition, management has _ not 
changed. However, its underwriting 
philosophy and underwriters are re- 
quired, as noted earlier, to protect the 
interest of the treaty reinsurers in all 
of our gross commitments. 

For those companies that have not 
examined the possibilities in modern 
reinsurance treaties of reducing in- 
ternal costs, we strongly recommend 
that they do so. 

Our company is committed to a 
philosophy of adjusting wherever pos- 
sible its own losses with its own staff. 
In the fire and allied field particularly 
this means that we must maintain an 
adjusting organization based on the 
size of our gross rather than net com- 


mitments. Undoubtedly this results in 
a disproportionately high ratio of loss 
adjusting expenses, much of which 
cannot be recovered through reinsur- 
ance. On the other hand, it probably 
results in a more favorable pure loss 
experience. We are continually ex- 
amining means in our reinsurance 
program to reduce our net loss adjust- 
ing expense factors. It is probable, too, 
that with the beginning of the limited 
territorial expansion on which the 
company is embarked that some change 
will result, that we will eventually 
moderately increase the amount of our 
net retentions, which will result in 
lower loss adjustment expense ratios. 


Exchange Of Reinsurance 


In the past few years the company 
has embarked on a program whereby 
we exchange certain property rein- 
surance with other primary insurers. 

This is done on an earned premium 
basis and has the salutary effect of re- 
ducing expenses as well as the ex- 
tremely desirable effect of producing a 
degree of geographical diversification 
of business for a company licensed 
only in a limited territory. Extreme 
care must be exercised in selecting 
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those companies with which to ex- 
change. Not only should the other 
company have historical operating re- 
sults closely approximating that of our 
company, but its classes of business 
written and underwriting commit- 
ments, we believe, must be of a nature 
similar to our own. It is probable that 
the company will extend its use of the 
reinsurance exchange concept from 
time to time as its increased capital 
and surplus permits. This procedure 
will be followed cautiously enough so 
that our treaty reinsurance program 
will on an absolute basis continue to 
grow, though percentage-wise it may 
be reduced in importance from time 
to time. 


Underwriting Advice 


We do not feel that the value of the 
reinsurer to the reinsured stops with 
the successful consummation of a 
treaty. In both the fire and casualty 
business we believe the reinsurer is 
in a position to give counsel and advice 
at the underwriting level to the pri- 
mary company. Since unusual situa- 
tions are probably encountered more 
frequently in the casualty than in the 
fire field, this is a more important 
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factor for us to consider in our cas- 
ualty reinsurance program, and is used 
with considerable frequency. We also 
insist on our reinsurers being in a 
position to offer counsel and advice on 
loss matters even though we at all 
times retain complete and full control 
of losses and we use these services 
regularly. We think this is of signifi- 
cant importance on third-party liabil- 
ity claims because of the occurrence of 
losses in territories where we are not 
actively doing business and where we 
believe our reinsurer is better ac- 
quainted with local conditions and 
factors than we are. 

We like to have the claim personnel 
of our reinsurers to visit our claim 
personnel regularly. This results in 
benefit through the mutual exchange 
of information. Also, our claim depart- 
ment’s knowledge that a third party 
will from time to time discuss specific 
cases with it is a positive factor in 
keeping up the quality of our own 
claims work. 


Other Services Of Reinsurer 


There are, of course, many instances 
that we could cite where counsel from 
our reinsurers has been of exceptional 
value to us after occurrence of an 
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unusual loss. There are fewer but 
perhaps more dramatic’ instances 
where reinsurance is extremely valu- 
able in the production field and in our 
relationship with our agency force. 
Instances of this give a lift to our staff 
which is most salutory. Our agency 
force profits. 

On the whoie, we think the profes- 
sional reinsurers are doing a most 
satisfactory job and rendering valuable 
service. We would like to see some 
extension of facultative facilities from 
treaty reinsurers. We _ believe that 
some improvement can be made in 
rating laws which would have the 
ultimate effect of making the placing 
of unusual exposures less cumbersome 
where reinsurance, be it treaty or 
facultative, is needed. In many juris- 
dictions specific rate filings are re- 
quired for the primary company to 
write a risk where there are special 
hazards involving risks, the net portion 
of which the primary company might 
be willing to retain but the excess 
portion of which does not produce 
sufficient premium for the reinsurer. 
It seems unreasonable that in these 
jurisdictions our laws should require 
specific risk filings if all of the hazard 
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is to be written under one policy with 
reinsurance whereas such filings are 
not required if the surplus lines mar- 
ket is invaded for the excess coverage. 

We would like to see, and believe 
much benefit could come, from rein- 
surers actively conducting seminars, 
not necessarily limited to the problems 
of reinsurance, with groups of their 
treaty companies. We believe that the 
competitiveness of the reinsurance 
market will continue to bring about 


improvements in reinsurance pro- 
gramming just as we believe that 
competition in the primary field 


though sometimes it may go too far, in 
the long run adds to the scope of our 
business. 

As a buyer of reinsurance, we feel 
that the degree to which a primary 
company develops: and uses reinsur- 
ance facilities not only reflects on the 
ultimate conservatism of the company 
insofar as net operating results are 
concerned, but where facultative mar- 
kets are used properly can be an 
indication of the spirit of aggressive- 
ness and experimentation of the in- 
surer. We believe. the primary com- 
pany can mix these two philosophies 
without endangering its treaty results. 


Xx x x 


Raymond S. Mauk, vice-president 
and secretary of American General of 
Houston, replies: 

Inasmuch as we confine our fire and 
casualty activities primarily to Texas, 
we have a heavy concentration of 
business in this state, more particular- 
ly on the Gulf Coast, which is subject 
to hurricanes. We could not have 
written all this business had we not 
been able to pass on a part of it to 
other companies by way of reinsur- 
ance. 

Moreover, since our organization in 
1926, we have always written large 
lines on acceptable business. This also 
we could not have done without the 
benefit of reinsurance. On numerous 
occasions we have written a whole 
account which would not have been 
possible without excellent reinsurance 
facilities at our disposal. We have felt 
that our reinsurance costs have been 
reasonable. 


Xx x x 


M. S. Dougherty Jr., president of 
Audubon of Baton Rouge, writes: 

Our company has followed the usual 
pattern of quota share, facultative, 
catastrophe, and now “loss leveling” 
fire and extended coverage reinsur- 
ance. We also purchase catastrophe 
coverage on our auto physical damage 
business, and have been doing so since 
we began operation in 1946. 

During the days of Hurricane Au- 
drey, which you will recall spread de- 
struction through a 200 mile wide 
strip from the Gulf of Mexico to the 
northern tip of our state, our company 
was kept solvent by the participation 
of these reinsurance treaties. Losses 
amounted to approximately $750,000 
and without the cooperative participa- 
tion of our reinsurers we would have 
had serious difficulty in maintaining 
the solvency of our company. 

Obviously having experienced the 
absolute necessity of spreading our li- 
ability, we are firm believers in all 
types of reinsurance on fire and allied 
lines together with physical damage 
catastrophe coverage on automobiles. 
Our relation with these reinsurers 
has been most cordial; they have rec- 
ommended newer types of reinsurance 
covers, and we are completely satis- 
fied with our connections. 


xX xX xX 
Donald H. Chadwick, assistant vice- 
president of Atlantic Mutual group, 
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writes: 

As you know, the Atlantic is unique, 
first of all because it is the only mu- 
tual marine company of any size and 
secondly because of our having a stock 
affiliate, the Centennial. 


Explains Marine Function 


On the marine side, the function of 
reinsurance is to cope with the usual 
problems involved in the different 
marine insurances; for example, cargo 
business. This is written generally 
under open reporting policies where 
large limits per vessel are required. 
Reinsurance facilities must be arranged 
to provide capacity for the possible 
accumulation of values on one vessel. 
There is nothing new in this and we 
follow pretty much the _ traditional 
marine reinsurance pattern, the only 
modification is that we (and most oth- 
er cargo underwriters within the past 
10 years or so) have changed over to 
an excess of loss pattern for our work- 
ing covers. The reasons for this are 
the same as on other lines of business, 
savings in personnel, etc. 

Yachts are another matter. One of 
the problems with marine underwrit- 
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ing for yachts was again tragically 
illustrated by Hurricane Donna. There 
is no reinsurance problem on the in- 
dividual yachts where the values are 
relatively small. But there is a re- 
stricted reinsurance market for yacht 
catastrophe covers for the simple rea- 
son that on every major hurricane, 
reinsurers are faced with a total loss. 
I mentioned restricted market; this is a 
misnomer, the restriction results from 
the unwillingness of yacht insurers to 
pay the price set by reinsurers, which 
are justified on the latter’s experience, 
especially in 1954, and again this year. 


Excess Of Loss 


On the other lines of business in 
which we engage, the Atlantic’s posi- 
tion is again different from that of 
most of your correspondents. On fire 
business for example, our underwrit- 
ing program is such that we are able 
to avoid industrial risks and most of 
our book of business can be controlled 
as to our exposure to individual loss. 
For that reason, a working excess loss 
pattern is relatively easy to administer 
and also provides the flexibility which 
we require. 

On inland marine and multiple lines, 
we operate independently and, there- 
fore, since our policies are non-stan- 
dard a working excess loss pattern 
most satisfactorily provides reinsur- 
ance where required. 


Helped In Obvious Ways 


Reinsurance has helped us in the 
obvious ways. It is one of the tools of 
underwriting (in addition to its basic 
function of providing for the solvency 
of the company). In my opinion, the 
professional reinsurance market, both 
domestic and London, provide a vital 
service and I have not found the cost 
immoderate. (Of course, it is my job to 
see that this is so.) 

I would like especially to refer to 


' the domestic professional reinsurance 
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market, which is developing rapidly. 
In my opinion, we now have available 
a reinsurance market in this country 
which can hold its own with any other 
market and with the distinct advantage 
of being easily available. This last 
point is very important to someone in 


| my position because it permits us to 


get together and discuss problems 
rather than to carry out negotiations 
at long distance through brokers. This 
means that we cannot only do things 
quicker but permits more ready ex- 
change of ideas, which is obviously 
very valuable. 


H. F. Ahmanson & Co. of Los An- 
geles has named three assistant vice- 
presidents: Desmond B. Strangman, 
Robert W. Malone and Harold Forkush. 
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Facultative And Spread Loss Are 
Valuable Tools If Properly Used 


By JOHN L. MAXWELL 
Vice-president, Central 
Treaty Brokers, Chicago 


Reinsurance can take any legal form 
that one party to the contract requires 
and the other par- 
ty is willing to 
provide. Two of 
the many forms of 
reinsurance are 
the spread loss 
cover, which is a 
specific form of 
excess of loss con- 
tract, and faculta- 
tive reinsurance. 

These are widely 
different methods 
of reinsuring, ob- 
viously intended to 
do different jobs, but they are never- 
theless related. It is possible to develop 
a case indicating that faculative rein- 
surance is more important to a company 
maintaining a spread loss treaty than 
it is to a company using pro rata trea- 
ties. This point will be developed later. 

Facultative reinsurance, particularly 
with regard to fire and inland marine 
lines where it is used most extensively, 
should be of interest to all companies 
since it provides a means of serving 
their agents, which is good business. 
It is good business to simplify the 
agent’s work by reducing the number 
of policies he has on a risk and also to 
accept lines commensurate with the 
acceptances of other companies in his 
office. There are many instances 
where agents have terminated their 
connection with a company because 
the insurer consistently authorized 
lines considerably below the other 
companies in the agency. 

Many insured prefer a single policy, 
and it is beneficial to a company to 
provide one policy, both from the 
standpoint of a service to the agent 
and as a service to themselves by re- 
taining control of an account. All com- 
panies, regardless of their size, write 
risks on which it would be beneficial 
to them if they could retain the entire 
account. Many times a company will 
spend considerable time and effort 
underwriting a risk, perhaps prepar- 
ing a tailored form which must then 
be shared with one or two other com- 
panies who follow them on a direct 
writing basis. 

In such cases, the company initially 
doing all of the work frequently finds 
that the companies following it, which 
have received the benefit of examining 
their forms and figures, will write the 
entire line on renewal and a desirable 
line is thus lost. This is, of course, one 
of the same disadvantages of doing 
business on a reciprocal basis, but at 
least in the case of reciprocity the 
participating companies are somewhat 
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equally exposed to detailed informa- 
tion on the risks of each other. 
Facultative reinsurance can provide 
a direct writing company with the 
means of retaining an entire line by 
providing additional capacity on spe- 
cific risks as well as to cement agency 


relationships by enabling the company 
to accept larger lines from its agency 
plant. 

In today’s market, there are many 
professional reinsurers actively com- 
peting for facultative business as well 
as several groups of companies man- 
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aged by a particular organization ac- 
cepting reinsurance as manager on 
behalf of the group, and neither entity 
competes with the ceding company 
for the business it writes. 


Involves Labor, Expense 


One of the principle disadvantages 
of facultative is the labor and expense 
involved in submitting, completing, and 
accounting for the individual risks 
ceded. These problems can be solved 
by working with experienced faculta- 
tive markets. The reinsurer must be 
fully aware of the company’s pro- 
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cedures so time consuming accounting 
problems can be minimized. 

This brings to mind a recent per- 
sonal experience with a large well- 
known company that had been ceding 
facultative reinsurance to our com- 
pany for several months. The account- 
ing differences with this office were 
quite a problem, and we were con- 
tinually calling these differences to the 
company’s attention. As we became 
better acquainted with the under- 
writers involved, we discovered they 
felt we were difficult to deal with 
because we were continually present- 
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ing them with problems that appar- 
ently did not exist in their dealings 
with the two other offices to whom 
they ceded business. About the time 
we became aware of this feeling, the 
other two offices contacted the com- 
pany with a myriad of differences and 
one of them had several thousand 
dollars in premiums it could not re- 
concile with its accounts. 

The company underwriters had to 
spend many days determining the 
basis for their payments in order to 
reconcile this reinsurer’s accounts. As 
a result, they learned we were keeping 
strict watch over our accounts to 
minimize the number of discrepancies 
and to eliminate them as painlessly as 
possible. Once these underwriters had 
decided we were trying to save work 
for everyone and that we knew how 
to go about it, we were able to elimin- 
ate virtually all of our previous prob- 
lems and today the account runs very 
smoothly. Needless to say, we receive 
much more business than we did pre- 
viously. 


Does Involve Extra Work 


Certainly facultative reinsurance re- 
quires a certain amount of extra han- 
dling, but handled properly the ad- 
vantages are more than sufficient to 
offset the additional work. It is also 
obvious that company personnel ac- 
customed to handling facultative have 
fewer difficulties with it than the 
company that places only an occasion- 
al line. 

One method of controlling the cost 
of facultative is to consider the pre- 
mium involved on each account in- 
dividually ceded and to determine if 
there is enough involved for either the 
company or the reinsurer to cover the 
handling of that account. This would 
eliminate the $20 and $30 net premi- 
ums which are uneconomical to handle 
for all parties concerned. Of course, 
there are instances where agency con- 
siderations are such that it is prudent 


to reinsure such items, but as a 
general practice they should’ be 
avoided. 


Related To Ceding Commission 


The problem of cost is directly re- 
lated to ceding commission. Ceding 
commission is the amount the rein- 
surer agrees to pay the ceding com- 
pany for reinsuring its business. In the 
case of facultative, the commission is 
negotiated on each risk and takes into 
consideration the ceding company’s 
cost in acquiring the business. It is 
customary for;the reinsurer to pay a 
ceding commission sufficient to cover 
the commission paid to the producing 
agent and taxes plus 5% toward the 
ceding company’s overhead. 

Many companies feel 5% for over- 
head is inadequate and some insist on 
10%, which they may or may not be 
able to obtain. The ceding commission 
is not intended to cover all overhead 
expenses and the ceding company 
should not expect it to do so since 
there are several other benefits de- 
rived from a facultative cession, some 
of which have been mentioned above. 
However, if an account develops an 
adequate premium, 5% would be suf- 
ficient to cover overhead because the 
premium is larger to start with. 

It costs the primary company no 
more to write a policy with higher 
limits except the cost of handling the 
facultative and certainly 5% of $200 
or $300 should be sufficient to cover 
that cost, not to mention those ces- 
sions which develop larger premiums 
on which the 5% is enough to return a 
sizable profit over and above ex- 
penses. 

It is prudent for the management of 
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a company not to de-emphasize the 
importance of facultative because it is 
less work for the underwriter to use 
the company’s automatic facilities, anc 
he might well over-extend his treaties 
instead of seeking a facultative market, 

This brings up the relationship be- 
tween treaties and facultative which 


will be limited to a discussion of the |, 


spread loss cover. However, since the 


spread loss is a form of excess of loss | 


contract, the following remarks are 
equally applicable to excess of loss 
treaties other than catastrophe covers. 

A spread loss contract indemnifies 
the ceding insurer only after the com- 
pany’s loss exceeds a predetermined 
amount, which varies in accordance 
with the size of the company and the 
attitude of the company’s management. 
Obviously, some companies will be 
more conservative than others. The 
amount above which the excess at- 
taches is referred to interchangeably as 
net retention, deductible, or first loss, 
Today it is quite difficult, if at all 
possible, to obtain a spread loss con- 
tract above a net retention of anything 
less than $10,000. Any lower retention 
would generally defeat the purpose of 
the contract because it is not intended 


to cover the normal, every day losses, || 


Level Off Losses 


The purpose of the contract is to 
level off peak losses over a period of 
years, thus lending stability to the 
‘direct company’s financial position, 
while enabling the company to retain 
most of its premium and to reduce its 
expense ratio. The amount of the ced- 
ing insurer’s retention must be con- 
sidered in relation to its financial 
surplus. It is clear the surplus is ex- 
posed to a greater extent under a 
spread loss cover because the retention 
is substantially greater. In the case of 
fire treaties, it is also true that the 
ceding company’s selectivity is reduced 
because the same retention must be 
carried on every risk. Many fire under- 
writers maintain it is not feasible to 
underwrite fire business on the basis 
of a fixed retention. 

In some quarters it is felt the spread 
loss eliminates the fire underwriter’s 
job of determining how much to retain 
on a line because the retention is fixed 


and the need to underwrite each line | 


is somehow reduced. Actually, the 
need for refined underwriting is more 
important than ever because the com- 
pany’s retention is greater, and the 
spread loss cover will develop a pro- 
hibitive maximum rate if the loss 
experience is unfavorable. 


Use of Facultative 


This brings us back to facultative, 


which should be used to reinsure risks | 
that might unduly expose the treaty | 


for any of several reasons. For exam- 
ple, if a company had a treaty provid- 
ing $90,000 coverage excess of $10,000 
and 95% of the business written in- 
volved limits of $50,000 or less, that 
company would violate the principles 
of spread and the law of averages if it 
exposed the treaty to the other 5% of 
the business in excess of $50,000. If 


one or two losses in excess of $50,000 | 


were incurred under the treaty, not 
only would the subsequent maximum 
rate be prohibitive, but it is also pos- 
sible the treaty would not be available 
on renewal. The logical question at 
this point is why limits of $100,000 are 
necessary if they aren’t to be used. I 


(a 
can only answer that many companies 


prefer a higher limit than they gener- 
ally need or use as window dressing 
to emphasize the large limits they can 
bind immediately. 

Close underwriting will also indicate 
many risks on which it would be 
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advisaile not to retain the amount 
called for by the treaty and faculta- 
tive cai be purchased on a pro rata 
yasis tiiat will reduce the retention, 
make it pro rata with the facultative 
instead of first loss, and eliminate the 
need to expose the treaty on these 
risks. 
Perhaps most important of all is the 
fact that the company will pay all 
losses wihin its retention and _ strict 
underwriting is required to produce 
an underwriting profit. While a spread 
loss cover does allow the direct writing 
insurer to retain most of its premiums, 
and while it does reduce the company’s 
expense ratio, it also provides that the 
company must pay the first loss on 
| every risk. 
| The principle differentiating feature 
of a spread loss treaty is the rate, 
which is computed by determining the 
ratio of incurred losses to premiums 
plus a loading of from 33% to 66%, de- 
pending on the particular contract, to 
provide for the reinsurer’s expenses 
and profits. It is important that both 
; parties to the contract understand the 
basis on which premiums and _ losses 
attach to the cover. The premium rate 
may be applicable to written or earned 
premiums and losses are accordingly 
| paid on a policy written or loss occur- 
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method is earned premium and _ loss 
occurring because the annual results 
under the contract can be ascertained 
much sooner and the necessary ad- 
justments made promptly. Under this 
method, the reinsurer is in a position 
to complete the closing out of the con- 
tract much sooner, perhaps a matter of 
several years sooner. It is also possible 
occasionally to have a mixture of the 
two above methods, which is frequent- 
ly illogical and often inequitable to 
one or both parties to the contract. 
This is one of the areas in which an 
experienced reinsurance man can be of 
great assistance to a company when 
| he is permitted to review the insurer’s 
treaties. 


True Of Casualty Contracts 


The above remarks are primarily 
| true of casualty contracts because of 
| the long delay in settling third party 

liability claims, rather than of the fire 
| business, on which claims can gener- 
ally be adequately evaluated and paid 
in the comparatively short time of at 
most a few months. A spread loss con- 
tract is used more extensively by 
casualty companies, but more fire 
companies are also using this type of 
cover every year. 
| In some quarters it is felt that the 
| spread loss plan virtually guarantees a 
| profit to the reinsurer because of the 
| assumption that any loss paid by the 
treaty will eventually be repaid to the 
|reinsurer plus the loading factor for 
his expense and profit. This position 
would be correct perhaps if losses 
never produced a rate in excess of the 
maximum, if the company’s treaty 
requirements remained constant, and 
if the company remained with the 
same reinsurer. Reflection on the vari- 
ous combinations of these three fac- 
tors will indicate there can be no 
guaranteed profit. 

For example, consider a five year 
contract on which the rates are in- 
creased annually as a result of loss 
experience that produces a rate in 
| excess of the maximum rate. If losses 
(are progressively increasing, the rein- 
surer is in the position of always being 
;one year behind the experience and it 
frequently never catches up. Perhaps 
this one example is sufficient to indi- 
jcate that the spread loss plan offers 
the reinsurer no more of a guaranteed 
profit than the profit loading the states 
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Reinsurers Cite Effect Of New 
Auto Programs, Merit Plans 


The National Underwriter has quer- 
ied several reinsurer executives on the 
possible impact on their business of 
the special auto policies, merit rating 
plans, and the packaging of dwelling 
business in homeowners. The execu- 
tives were asked to comment particu- 
larly on the reinsurance aspects of 
business—both auto and dwelling— 
outside of the packages. Their replies 
follow: 


With respect to the automobile busi- 
ness in general, and reinsurance of 
automobile business in particular, I do 





allow the primary companies in pro- 
mulgating their rates. 

However, the contrary example of an 
improving loss experience comes to 
mind and affords the opportunity to 
illustrate another of the reasons there 
can be no guaranteed profit. Place 
yourself in the executive position of a 
company with an improving loss ratio 
over the last five years based on a 
spread loss treaty under which your 
company’s retention is $10,000. You 
are already committed to the principles 
of the plan, which are to reduce your 
expenses and allow you to retain more 
premium. What would you do under 
these circumstances? Many executives 
would increase their retention from 
$10,000 to $15,000 or $20,000, perhaps 
even $25,000, depending on the actual 
details of the loss experience and their 
confidence in the factors that produced 
it. The immediate result is reduced 
income to the reinsurer with a propor- 
tionate decrease in the possible profit. 
Less Than Flat Rate 

It is also apparent that the minimum 
rate on spread loss is always less than 
the flat rate would be for the same 
coverage, so if the underwriting ex- 
perience is favorable, the ceding com- 
pany still saves money even though 
the rate is loaded for the reinsurer’s 
profit and expense. 

The appeal of any form of excess of 
loss treaty, including spread loss, is 
the saving in cost as a result of 
eliminating detailed entries on each 
cession as required by pro rata trea- 
ties. This is still true even though the 
expense of handling pro rata contracts 
has been reduced considerably in re- 
cent years by replacing costly border- 
eaux with monthly or quarterly sum- 
mary accounts. These accounts show 
little more than the total premiums 
written or earned under the contract 
and the total losses paid and outstand- 
ing. Considerable expense is saved, 
but even these reports do not eliminate 
the mechanics of processing each risk 
individually, both in the underwriting 
department and the tabulating depart- 
men, and even though no bordereau 
is prepared, the same information 
must be punched into cards in order to 
produce the total premiums and losses 
which are reported in the summary 
accounts. There are several good rea- 
sons to justify this expense and these 
remarks are only intended to raise 
some of the pros and cons to be con- 
sidered in evaluating the different 
types of covers. 

Regardless of whether a company 
has a pro rata or excess of loss type of 
treaty program or a combination of 
both types, facultative reinsurance can 
play an important and useful part in 
that pro'tram. 


not know of any company writing the 
so-called merit rating plan or the so- 
called six month, cash in advance, 
automatic renewal plan, that is seg- 
regating these particular automobile 
plans as a subject for a separate rein- 
surance cover. On the contrary, to my 
knowledge, the majority of companies 
are still reinsuring their automobile 
book of business as a total. 

While a good deal of automobile 
business is being written under so- 
called preferred risk plans, I do not 
think that we can conclude that those 
automobile risks which are not accept- 
able are necessarily risks which are 
inferior. In the future such a situation 
could exist, but until companies re- 
insure on any basis other than their 
total writings of automobile business 
I cannot-see any great change in the 
approach of professional reinsurers in 
underwriting automobile covers. 
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Great progress has been made in 
the production of homeowners business 
and other similar type dwelling pol- 
icies, but again I do not feel that the 
large segment of dwelling business be- 
ing insured outside of the package pol- 
icy field is necessarily unattractive. 
As more premium is converted to the 
package policies, there is a possibility 
that those dwelling risks remaining 
would not be as attractive from a loss 
experience standpoint as a cover on 
those risks written on the package 
forms. 

When we write either a quota share, 
surplus or excess of loss cover, these 
covers are in most instances providing 
protection for the perils of fire and 
allied lines, and if the company is 
writing package policies those contracts 
and additional perils are included 
within the scope of the cover. 

Each reinsurance contract stands or 
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falls on its own merit. At this stage of 
development of the package policies 
covering dwelling business, and merit 
rating and similar plans covering au- 
tomobile business, we do not feel that 
because one segment of business is 
written under a package form and 
another segment outside it, that the 
latter business is any the less attrac- 
tive. 

There is one trend that is taking 
place within the primary field, and 
that is the six months policy. Business 
written for a six-month term will cause 
much less drain on a company’s sur- 
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plus due to the reduction in reserve 
‘for unearned premiums. Depending 
upon how great a factor this may be, 
it could result in the primary com- 
pany retaining more of its business for 
its net account and transferring less 
to the reinsurer. Here again, the de- 
velopments along this line have not 
materialized to such an extent that 
it is having a noticeable effect on the 
volume of business ceded to reinsurers. 
* ok * 


We insure all types of companies, 
and the range of opinion on current 
events 


in the business covers the 
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complete spectrum. There are so many 
rating plans in automobile that it is 
almost impossible to make any specific 
comment on any one of them. There- 
fore I shall not attempt it except to 
say that the over-all thinking behind 
most of these contracts and rating 
plans is an improvement over what 
was being done prior to their intro- 
duction. There is at least some recog- 
nition of the fact that the bad driver 
for one reason or another should come 
closer to paying his contribution to the 
loss picture than has been the case in 
the past. This in itself cannot help but 
have a good effect, even though in most 
cases it does not go far enough from a 
reinsurance standpoint. 

The problem of reinsurance cover- 
ing package policies is much more 
difficult than handling of individual 
lines, mainly because there are insuf- 
ficient statistics at the reinsurance 
level. More combinations of lines in 
one policy will have a tendency over a 
period of time to produce more losses 
for the lines included in the package 
than are produced’ under contracts 
written separately. I realize this is 
contrary to the industry approach, 
which has been that a combination of 
lines entitles insured to a discount. I 
believe this idea will not be supported 
by the facts when they are available. 


Sees Rate Rise 


Normally, the more familiar the 
public becomes with a line of insur- 
ance, the more claims are produced. 
There is no better example of this fact 
than a review of the personal liability 
policy from the time it was introduced 
in the 1930s down to the present. For 
many years the erperience was uni- 
formly and fantastically good, but as 
the public became more aware of the 
potential, the losses tended to become 
a severe problem, particularly in places 
like New York City. 

From a reinsurance standpoint I do 
not believe that there are any particu- 
lar problems involved in the reinsur- 
ing of package or unpackaged business 
which will not be solved as more sta- 
tistics become available. I believe that 
in the residence fire field particularly 
the more desirable business will tend 
to go to packaged forms. This would 
probably leave an unbalanced book of 
straight fire coverage. As that becomes 
apparent, as in fact it has, the rate for 
reinsurance on that part of the busi- 
ness will just have to be increased to 
a point adequate to carry the exposure. 
The result of this might ultimately be 
a combination of an increase in pre- 
mium and a reduction of controllable 
expense such as commission for the 
unpackaged segment. 

th Ed * 

While our organization is active in 
the reinsurance acceptance field, we 
have not as yet extended our opera- 
tions to include third party automobile 
covers. Accordingly, we would not be 
in a position to express any opinions 
as to what impact special automobile 
policies and merit rating plans may 
have occasioned on reinsurance involv- 
ing such contracts. On our direct writ- 
ings we have experienced ne reinsur- 
ance problems on any of our automo- 
bile business. 

As respects “unpackaged dwelling 
business” I have these observations. 
Since dwelling buildings with insur- 
able values of $8,000 and up are eligible 
for packaged coverages, it follows that 
“unpackaged dwellings” would involve 
building values for less than $8,000, 
plus possibly contents values which, 
in that type of home, would not gen- 
erally involve much, if anything, in 
excess of $3,000, or a total of $11,000 
on the physical properties—if fully 
insured. 





December 30, 1960 


If the preceding estimates of max- 
imum gross liability are correct, and 
one may presume that the average 
insurance to value might approximate, 
say, 70%, it would appear that the 
maximum exposure a single company 
might have would be $8.000—an ex- 
posure which I believe would be fully 
retained and therefore not involve 
much, if any, reinsurance. 

Admittedly, low value dwellings are 
currently a particular underwriting 
problem. While industry statistics are 
not available, our loss ratio on prop- 
erties insured (not value) for less than 
$10,000 is over 80%—well beyond the 
realm of any profit potential. While I 
doubt that the average company would 
carry less than $8,000 on even these 
poor risks, if any companies delib- 
erately sought to cut their nets to, say, 
$4,000 for the purpose of bringing in 
their first surplus reinsurers for 50% 
on an $8,000 exposure, my guess is 
that it could ultimately create loss ra- 
tio problems on the surplus coverage. 
Beyond this I don’t see much possibility 
of reinsurance problems on unpack- 
aged dwelling business. 


* * * 


The many current rating approaches 
in the automobile line may well pose 
questions for the primary writer whose 
reinsurance loss experience is unfa- 
vorable. We refer, of course, to the 
adequacy of rates and the possibility 
that reinsurance costs could become 
proportionately high. It will require 
experience over some period of time 
to test any actual effect on the rein- 
surance results. 

The growth of the package policy has 
emphasized the importance of reinsur- 
ance on a multiple line basis. This 
importance obviously varies by size of 
company and, for the small writer 
whose volume and territory are lim- 
ited, the reinsurance of all lines in- 
cluded in the package is a vital con- 
sideration. 

The combinations of cover created 
in the package approach do not create 
any insurmountable problems. Gener- 
ally—on either a quota share or ex- 
cess basis—a satisfactory treaty can 
be provided. 


Similarly the writings which remain | 


“unpackaged”’ should create no rein- 
surance difficulties in the foreseeable 
future. 


We feel that so far the major 
changes which have taken place in the 
handling of personal lines insurance 
have not seriously affected reinsurance. 
In our opinion, it is not only possible 
but also desirable for companies to 
continue placing their reinsurance the 
way they did previously. 

Of all the various package poli- 
cies, only homeowners has a truly in- 
divisible premium. It is easy to divide 
homeowners for reinsurance purposes. 
An agreed percentage of the company’s 
homeowners premiums is_ included 
in the report to the liability excess 
reinsurer. We think it preferable to 
reinsure the remainder of the home- 
owners policy in the same manner as 
the company’s other fire and allied 
lines business. Liability insurance and 
auto PHD are normally reinsured on an 
excess of loss basis, and this still seems 
to be the most suitable plan. 

We agree that loss ratios are steadily 
rising on the risks which are not writ- 
ten under package policies or special 
rating plans. This will surely lead to 
increased rates on such risks. We feel 
that these risks should not be subject 
to special or separate reinsurance 


agreements but should be reinsured 
right along with the package policies 
(CONTINUED ON PAGE 45) 
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Integrity, Skill And 


Mr. O’Donoghue entered the busi- 
ness in 1949 with Marsh & McLennan 
in New York and was with that firm 
for six years before joining Herbert 
Clough Inc., reinsurance intermediary, 
New York, as assistant secretary. He 
subsequently became a director and 
executive vice-president of the Clough 
firm. Earlier this year he formed his 
own firm, D. L. O’Donoghue Inc., 
reinsurance intermediaries, with of- 
fices in New York, London, Paris and 
Lisbon. 


By DEREK L. O’DONOGHUE 


Until the turn of the century, the 
London market had the reinsurance 
business in this 
country pretty well 
to itself. About 40 
years ago, though, 
some American 
companies ven- 
tured into the re- 
insurance business 
and, with their on- 
the-spot knowled- 
gability, managed 
to wrest from Lon- 
don a_ substantial 
share of the rein- 
surance premiums 
produced in America. Nonetheless, it 
was not until after the end of the World 
War II that the American reinsurance 
market started to make great strides 
forward. 

The increasing importance of the 
American reinsurer, either on a di- 
rect basis or via an intermediary, 
was caused in Iarge part by the ina- 
bility of the historical market in Lon- 
don to handle the increasing values and 
needs of the American companies, 
compounded by an ostrich-like atti- 
tude that if the American market were 
ignored it might go away—an attitude 
which in truth has some merit as cer- 
tainty, in the field of international in- 
surance and reinsurance, the Ameri- 
| ican companies have lagged well be- 
' hind what their counterparts in indus- 
try have achieved. 

The individual buyer of insurance 
still, by and large, relies on a friendly 
agent or broker to protect his interests. 
We all know that in matters of con- 
tractual ambiguity the courts con- 
sistently favor the so-called “innocent” 
party, i.e., the buyer, the non-profes- 
sional, as against the insurance com- 
pany. At the reinsurance level, though, 
one must recognize the fact that the 
buyer, or the reinsurance company, is 
generally a highly qualified insurance 
professional and that he is dealing 
with a similarly qualified reinsurance 
man. 





D. L. O’Donoghue 





More Equality 


As a consequence, there should be 
more equality in the intellectual capa- 
city at the reinsurance level between 
the buyer and seller; it was therefore 
only natural that certain major Amer- 
ican reinsurance companies’ should 
develop their reinsurance business on 
a direct basis without the use of an 
intermediary. This was, and is, a very 
logical argument, and a study of the 
balance sheets of any major Ameri- 
can professional reinsurance company 
will prove this argument valid. 

Unfortunately for the industry 
though, the capacity of the direct 
writing reinsurers was, and is, insuf- 
ficient to take care of all reinsurance 
needs of the American insurance busi- 
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FeNATIONAL UNDERWRITER 


Capable Reinsurance Broker Needs 


Imagination 


ness. It was natural, therefore, that 
reinsurance intermediaries would come 
into being to handle the reinsurance 
needs of those American insurance 
companies which were not doing busi- 
ness with the professional American 
reinsurance market. These intermedi- 
aries are in a somewhat different po- 
sition from the insurance broker on 
direct business. 

Obligated To Both 


In the first place, the reinsurance 
broker, or intermediary, is the go-be- 
tween between two competent profes- 
sional groups—the insurance company 
and the reinsurance market. As such 
he is under obligation to both parties 
to the negotiations, whereas on the 
direct end, of course, his interests are 
basically identified with those of the 
insurance buyer. Further, the rein- 
surance broker is under a moral, as 
well as a practical obligation, to see 
to it that the interests of both parties 
are protected. The reinsurance broker 
has a definite obligation in the event 
an account starts to sour of doing ev- 
erything in his power to improve it. 
Failing this, he can make up the loss 
to the reinsurer by providing business 
from other sources to compensate. 

This then brings us to the point as 
to what should the reinsurer or the 
reinsured look for in their reinsurance 
intermediary. Again, to draw the par- 
allel with the direct insurance broker, 
everyone knows that the broker or 
agent is licensed by the state, and 
while this is no guarantee that the 
man is necessarily the most competent 
in the business, the direct buyer of 
insurance is left with the feeling that 
the state has done something to pro- 
tect his interests. The New York in- 
surance law is silent in respect of the 
reinsurance broker. The only case law 
on the subject to which my attention 
has been directed is the 1925 case 
of Snow vs Union Hispano Americana 
Fire & Marine, New York supreme 
court, appellate division. This case 
stated in part: 

“Tt seems to me that if the legisla- 
ture intended to bring within the class 
of misdemeanant persons like the 
plaintiff (reinsurance broker), they 
would have mentioned reinsurance 
which, under the evidence in this case, 
seems to me to be quite a different sort 
of business from that of insurance or 
the placing of insurance policies.” 

This decision was under a prior re- 
vision of the insurance law which as 
in the case of the present law was si- 
lent in respect to the exemption of 
reinsurance brokers as regards licens- 
ing. 


Requirements To Be Met 


It is quite apparent, then, that with- 
out even the dubious protection of re- 
quiring the reinsurance broker to be 
licensed, any Tom, Dick, or Harry, 
could get into this business and have 
quite a bit of fun before going bank- 
rupt or being caught. It is essential, 
therefore, that there are certain re- 
quirements that the reinsurance brok- 
er must meet if he is to remain in 
business. Perhaps this in part explains 
why there are very few good reinsur- 
ance brokers in the United States. 

An analysis of any of the leading 
reinsuance brokerage houses will im- 
mediately highlight what are the de- 
sirable qulaities in an intermediary. 
Leading the list of assets is the mat- 
ter of integrity. The good firms invari- 


ably have managed to maintain un- 
soiled reputations. Whereas integrity 
is of paramount importance, if it is not 
combined with technical competence, 
it would be of little value. The mem- 
bers of the good houses are, by and 
large, very able reinsurance men who 
further know the problems of the pri- 
mary insurance business. We take, 
therefore, moral probity and technical 
competence. With these two qualities 
any reinsurance intermediary can do 
a satisfactory job. 


Needs Imagination 


But to do the best job and to con- 
tinue growing, the successful reinsur- 
ance intermediary must have on addi- 
tional asset—imagination. So _ there 
are three basic qualities which the 
buyer of reinsurance or the seller, if 
he is one of those who does business 
through an intermediary, should re- 
quire of the intermediary. Leaving the 
matter of ethics aside, it is very diffi- 
cult to say whether or not imagination 
is not a more favorable asset than 
mere technical competence. Certainly 
with the growing American reinsur- 
ance market and the ever-increasing 
needs of the American insurance com- 
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panies, there is plenty of room in the 
reinsurance brokerage field for organi- 
zations which have these three qual- 
ities. It goes without saying that as 
the United States assumes, whether 
aggressively or through default, a 
greater interest in extraterritorial 
matters, the American reinsurance 
market should similarly grow. The in- 
termediary who meets the three nec- 
essary qualifications has a golden op- 
portunity of assisting to bring this 
about. 


Howard H. Scott Joins 


Reinsurance Management 

Howard H. Scott has been appointed 
manager for direct and excess cover 
of Reinsurance Management Co. of 
Kansas City. He will assist Charles 
Gross in servicing contracts with ma- 
jor professional reinsurers. Reinsur- 
ance Management Co. specializes in 
facultative fire and allied lines rein- 
surance in all states. 

Mr. Scott started with Fireman’s 
Fund in the claim department at Kan- 
sas City in 1956 and in 1959 went with 
Hartford Accident. 
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planning and profits. 
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FeNATIONAL UNDERWRITER 


Smaller Insurer Has Reinsurance Problems 


Mr. Pollock started in the business 
in 1950 with Continental Casualty at 
Chicago, in the special risk department. 
In 1952 he joined Reinsurance Agency 
of Chicago and was elected president 
in 1958. The agency acts exclusively 
as reinsurance intermediaries. 


By CHARLES POLLOCK 
President, Reinsurance 
Agency, Chicago 


During the past five years, the re- 


insurance markets, both domestic and 
foreign, have felt the impact of the 
problems facing the industry as a 
whole. This has resulted in an unstable 
condition concerning the relationships 
between the reinsured and the rein- 
surer and particularly the relationship 
with the smaller company. 

A small company means many things 
to many people. Some measure the 
degree of smallness by financial size 
only; that is, a company’s combined 
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capital and surplus; or surplus only. 
We wonder if a measurement which 
starts and stops here is adequate. 

However, in any analysis, are not 
underwriting profit, expense ratio, 
loss ratio and investment income the 
factors that are the real heart of the 
matter? 


Loss Ratios First 


We are all aware of the many so 
called “captains of the industry” who 
have suffered atrocious underwriting 
losses in the past years but at the 
same time have grown financially. As 
one gentlemen said some years ago, 
the so-called false economy enjoyed by 
many of the larger insurance compa- 
nies can lead to the ruination of the 
insurance industry and can only be 
overcome when the executive of a com- 
pany asks for his loss ratios first thing 
each morning before the Wall Street 
Journal. 

If we agree that there is a place in 
the industry for the smaller company, 
then there has to be a place for the 
smaller company in the reinsurance 
market. 

We feel that there is a place in the 
industry for such a company for many 
reasons. However, without enumerat- 
ing all the reasons, the most important 
reason is our national philosophy of 
free enterprise for all. 

By the same token, the smaller com- 
pany must at all times be aware of its 
responsibility and fulfill that respon- 
sibility to the policyholders it serves, 
to its state regulatory bodies, and, cer- 
tainly, to its reinsurer. 


Insurer Management 


The very essence of any reinsur- 
ance agreement is the management of 
the ceding company. One often wit- 
nesses purported excellent underwrit- 
ing results of companies which have 
questionable management. But such 
results must be short lived. 

Many professional reinsurers today, 
after determining that a company is 
“small” on the basis of the company’s 
capital structure only, decline to quote 
on a reinsurance proposal. 

Some reinsurers, after determining 
that the company is not “small” be- 
cause of consideration of other factors, 
some of which are enumerated above, 
decline on the basis of the retention 
desired by the ceding company. 

We are familiar with the fact that 
the “great”? market for low retentions, 
namely London, has for all practical 
purposes, vanished. The domestic mar- 
ket has shrunk. But there is still a 
limited market, including the direct 
writing markets. 


Reason For Adverse Experience 


The main reason for the adverse ex- 
perience to the reinsurers as respects 
business with low retentions is the 
incurred but not reported losses, which 
have plagued both the primary market 
and the professional reinsurer. Per- 
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haps the reinsurer has felt the effects 
more, as under an excess reinsurance 
contract they are “further away,” so to 
speak, than the primary company. 


Low Retention 


Realizing the gravity of the incurred 
but not reported loss problem, we still 
wonder if many of the professional re- 
insurers do not have the negative ap- 
proach only to the problem of the 
smaller company, which must, if its 
management is prudent, require a low 
retention. 

We contend that after a professional 
reinsurer has satisfied himself with 
respect to the company’s management, 
there is a method to enable him to pro- 
vide an excess contract, whether it is 
called a burning cost plan, an expe- 
rience rating plan, or a retrospective 
rating plan. By any name you like, we 
are speaking of a rating basis which is 
geared to the reinsurer’s losses. Any 
ceding company “worth its salt” is well 
aware that the reinsurer must make a 
profit on the particular account over 
a period of time. By the same token, 
for any relationship to be long-lived, 
it must be profitable to both the re- 
insurer and the ceding company. 


Need Sufficient Time 


A rating basis geared to the rein- 
surer’s losses, to succeed in overcom- 
ing the incurred but not reported loss- 
es, must allow a sufficient period of 
time to elapse before the final rate is 
determined for any one year. Whether 
such a period is one, two, or three 
years, we believe, depends on _ the 
classes of business written, the lag for 
incurred but not reported losses expe- 
rienced by the ceding company in the 
past, and the delay experienced by the 
reinsurer itself on the same classes of 
business from other ceding companies 
with the same retention. Our experi- 
ence indicates that some _ professional 
reinsurers tend to overlook the latter 
two because they do not insist on the 
information from the prospective ced- 
ing company and because they them- 
selves do not have data available con- 
cerning their own delay on losses by 
classes geared to retentions. 


Sees Continued Difficulties 


In conclusion, we feel that the po- 
sition of the smaller insurer in the re- 
insurance field is difficult and in all 
probability will continue to be diffi- 
cult. Part of this difficulty is caused 
by some of the market’s general classi- 
fication of the smaller company and 
inflexibility in rating basis and some 
by the smaller insurers themselves. 
The latter arises as a result of the fail- 
ures in recent years by some compa- 
nies in this category which tend to 
cast a shadow over all small compa- 
nies. To overcome this, these compa- 
nies must attempt to police their own 
kind and, by the same token, receive 
the full cooperation of the state regu- 
latory bodies. 


Textile, of High Point, N. C., has 
been licensed in Alabama. 
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FieNATIONAL UNDERWRITER 


Reinsurance Results On Continent 


(CONTINUED FROM PAGE 24) 
bourse in Antwerp, where almost any 
risk can be placed in a couple of 
hours. Placing risks in a bourse, or 
meeting place, was initiated in Bruges 
in the 13th century. (There are also 
insurance bourses in Amsterdam and 
Rotterdam.) The sum at risk (accord- 
ing to class) needs to be very large 
before outside help is required. An 
underwriter involved in fire and cas- 
ualty can run in workmen’s compen- 
sation a thousand times the exposure 
he runs in fire. 

Catastrophe reinsurance applies to 
casualty risks; surplus treaties are the 
rule in fire and ocean marine. Bel- 
gian insurers normally do not transact 
ocean marine business, even on Bel- 
gian risks. 

The entry in the Belgian insurance 
market of other common market com- 
panies would not disturb the present 
set-up. Outside companies could at 
most compete for business with the 
other foreign companies operating al- 
ready in Belgium. It would hardly ef- 
fect reinsurance at all. Even London 
need not be alarmed about the pros- 
pects of common market conventions, 
as far as they apply to Belgian and 
Dutch business, unless freedom of in- 
surance is restricted, a thing that is, 
I believe, not contemplated. Increased 
national mindedness could, of course, 
contribute to such a development. As 
far as brokers are concerned, any in- 
termediary, whatever his nationality, 
is authorized to place risks in Bel- 
gium and receive full brokerage. It is 
very unusual for risks located abroad 
to be offered in Belgium, where do- 
mestic insurers show no interest what- 
soever. 


Holland Situation 


In Holland, insurance intermediar- 
ies form a legally organized profession, 
so that national brokers only can ne- 
gotiate business. Apart from that, the 
structure of the market is similar to 
that in Belgium. However, Dutch com- 
panies are much more ocean marine 
minded. Holland has an important fleet 
of ocean going vessels. 

In principle the same observations 
apply to France except that fiscal 
and control laws there act as a brake 
with a tendency toward preference 
for home companies. Nevertheless 
Lloyd’s is very active and competi- 
tive in France. As a result reinsurance, 
while needed, is not of prime import- 
ance in Belgium and Holland (and 
France only slightly more so, but with 
a national reinsurance market of its 
own) compared with other European 
countries. 

In countries where controls apply, 
reinsurance does not come within 
their scope, and therefore cases may 
arise where reserves are not forth- 
coming (or even where it is not pos- 
sible to obtain settlement from rein- 
surers). By now it has become quite 
clear that, while controlling authorities 
are reluctant to admit this weak 
point in their rules, where unbalanced 
reinsurance treaties (and this applies 
more forcibly to facultative reinsur- 
ers) are involved there have yet to be 
devised practical means of forcing re- 
insurers domiciled outside the terri- 
torial limits of the country involved 
to meet their obligations if and when 
they are unable or unwilling to do so. 


Measures Considered 


While the matter is not discussed 
so bluntly at official gatherings, meas- 
ures have been considered to overcome 
this difficulty. Parleys relating to these 
matters have been conducted. The very 


interesting annual report of Union of 
Insurance Companies operating in 
federal Germany (Gesamtverband der 
Versicherungs Wirstchaft) sheds some 
light on the progress made and 
mentions the points under discussion. 

In countries where risks are spread 
through reinsurance (the primary in- 
surer committing itself far in excess 
of its own financial assets), it may 
happen that if reinsurance fails alto- 
gether or in part, the primary company 
may be faced with insolvency. It is 
known that insured has no direct re- 
course against a reinsurer when and 
if the primary writer fails to meet its 
liabilities. 


Studying Reversal 


A committee has been at work for 
several years studying whether this 
should not be reversed; i.e., allowing 
insured to proceed directly against the 
reinsurer (and perhaps also the retro- 
cessionnaire?). So far no decision has 
been reached. The committee involved 
is composed of officials of controlling 


authorities. Directly related thereto 
perhaps is the item that European 
Control Organizations had on _ the 


agenda at its congress in Madrid last 
September—the spread of target risks. 
This discussion has not been made 
public. 

The thought is that imposing on 
reinsurance compulsory deposit of all 
technical reserves would, where con- 
trols are carried out, represent almost 
100% certainty of solvency of the au- 
thorized insurers. But against this the 
Gesamtverband points out that it is 
materially impossible for the reinsur- 
ers to deposit technical reserves in full, 
with commitments in many instances 
extending around the world. 

All this is not new. Perhaps rein- 
surers should establish an international 
body to watch out for their interests, 
which, after all, are the interests also 
of the primary company. The Septem- 
ber rendezvous at Monte Carlo could 
have been the starting point of such 
an organization. But there is a lack 
of initiative. Reinsurers are in a way 
uncooperative between themselves. 


Some Cooperation 


Nevertheless there has been a be- 
ginning of cooperation between rein- 
surers, mainly in Belgium and France. 
Underwriters offered an _ unlimited 
guarantee for bodily injury, applying 
to third party liability risks. Reinsur- 
ers have decided, with the indirect 
support of Lloyd’s, not to grant such a 
guarantee any longer, and underwrit- 
ers will have to adapt themselves to 
those circumstances. If that is oppor- 
tune in these times of government in- 
terference is anyone’s guess, with ca- 
tastrophe hazards of all kinds, not 
considering nuclear risks, becoming 
more prominent day after day. 

Bruno di Mori, general manager of 
Unione Italiana di Riassicurazione, is 
a member of some of the international 
committees. Therefore, when deliver- 
ing a lecture at Monte Carlo and 
dwelling at length on the fact that 
(in his opinion) reinsurers do _ not 
follow any longer the fate of the ced- 
ing company, one would perhaps ex- 
pect that to be reflecting an official 
opinion. However, it would be an er- 
roneous opinion since the principle of 
reinsurance is that the reinsurer fol- 
lows the fortunes of the ceding com- 
pany as far as claims is concerned, and 
net premium consideration does not 
enter into that. But when a ceding 
company retains for its own account 
very large slices of the original premi- 


um, this is certainly a modern devel- 
opment that should be deeply regret- 
ted and considered. 

Through excessive reinsurance com- 
mission ceding companies become in a 
way nothing but insurance intermedi- 
aries. Nevertheless, Mr. di Mori point- 
ed out, reinsurers are always prepared 
to help direct writers to carry out new 
experiences (on the back of existing 
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disastrous 
enced). 
L. H. Schult Jr. and Harold Robinson, 
owners of the Caruthersville agency of 
Caruthersville, Mo., have purchased 


the interest of Iverson Michie in the 
Moore agency there and the two agen- 
cies have been merged into the Moore 
agency. Jack Moore remains active in 
the business. His agency was formed 
in 1902. 
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HieNATIONAL UNDERWRITER 


Reinsurance Margin Down Or Out For ‘60; More Competition Ahead 


(CONTINUED FROM PAGE 1) 
have had some good years in the last 
10, numerically, most reinsurers have 
not. Experience, talent, skill—and per- 
haps some luck—have brought a few 
through with modest profits. To illus- 
trate: 

Of 24 companies principally or wholly 
in the reinsurance field 11 were in the 
red in 1959, 13 in 1958, 14 in 1957, 14 
in 1956, and four in 1955. The smaller 
reinsurers tend to be in the red more 
frequently than the larger ones, though 


there are exceptions to this generali- 
zation. It is true, however, that the 
bulk of the policyholders surplus in 
the reinsurance field showed a profit 
in the five years ended with 1959. 
There will be 14 or 15 in the red for 
1960. 

A strong trend has developed toward 
use of excess of loss reinsurance on 
fire insurance. Several large insurers 
have gone to the excess base in recent 
months. One group that shifted last 
year reduced its payments to the re- 
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insurer by $800,000. 

However, the reinsurer gets about 
the same number of dollars that it 
did before. In a _ sense, what the 
change from surplus reinsurance to 
excess of loss does is to relocate loss 
dollars—and save expense dollars for 
the insurer. This saving can be attrac- 
tive. Factoring several surplus treat- 
ies on premium and then again on 
losses takes a lot of clerical effort for 
the larger company with a lot of pre- 
mium items. In addition, by keeping 
more of the premium, all things being 
equal, the insurer can harvest more 
in investment earnings. 


Spread Loss 


Spread loss, which is a form of ex- 
cess of loss, does not seem to be as 
popular as excess. Spread loss generally 
is written on a non-cancellable basis 
for five years. (However, some excess 
contracts run to three years.) If the 
burning loss cost, a moving figure with 
the newest year in and oldest year 
out, is hit with a catastrophe loss the 
first year or two, it penalizes the in- 
surer for three or four years. One in- 
surer under a spread loss contract suf- 
fered a $1 million loss the first year, 
though it hadn’t had one of more than 
$200,000 for many years. 

Another observation is that over the 
years (say 25) the business has moved 
cyclically from excess to surplus and 
back again, with variations on the way. 

One observer is somewhat appalled 
by the great concentration nowadays 
on solving all problems by computation. 
If the insurer and reinsurer can make 
their arrangements come out “success- 
fully” in mathematics, the job is con- 
sidered completed, the projection in- 
sured, and the final outcome guaran- 
teed. This emphasis on arithmetic 
problem solving may be due to the 
trend from surplus to excess. It seems 
more likely, however, that it is pro- 
duced simply by the change from one 
form of reinsurance to another. 

This reminds this reinsurance vet- 
eran of an observation made of one 
man by another many years ago: “He 
knows the price of everything but the 
value of nothing.” 


Disregards Values 


Too great a reliance on the figures, 
he contends, disregards the value of 
the elements being computed—insurer 
management, changes in exposure and 
increase in hazard (the subjects of 
insurance), abilit¥ to select, spread of 
business, underwriting know-how, and 
other matters of consequence to the 
ultimate result—or lack of it. 

Reinsurers writing any volume of 
fidelity are in the red on that line for 
1960. Bank embezzlements are sub- 
stantially to blame, though commercial 
defalcations have risen, and five or 
six losses in stock brokerage firms in 
New York that came to light a few 
weeks ago will total $1 million or more. 
There is one $1.5 million bank loss in 
Oklahoma. However, indications are 
that this one will produce some sal- 
vage. 

The current period of economic “hes- 
itation” may be responsible for the 
poor 1960 experience on fidelity, a line 
that has been in the black for several 
years. However, apparently this is not 
because the 1960 slack has stimulated 
embezzlements. What it has done is to 
cause many enterprises to check more 
closely on expenses and _ accounts, 
which has led to the discovery of more 
defalcations. Most of the stealing start- 
ed in prior years. 

An executive of one independent 
accounting firm maintains that only 
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about 20% of embezzlements ever are 
discovered. However, there is, appar- 
ently, some fluctuation in this 20% 
figure, depending on whether, as re- 
cently, more than usual checking is 
done, which brings more defalcations 
to light. 

In connection with bank losses, a 
news item from the Florida department 
is interesting. Recently Commissioner 


Larson indicated that he intended to | 


revoke the license of Jesse M. Cooper 
Jr. of Graceville, a general lines, A&S, 
and life agent. According to the re- 
lease, Mr. Cooper was convicted in the 
federal district court of northern 
Florida, on a plea of guilty, of embez- 
zling and misapplying $407,687 of the 
funds of Bank of Graceville. The em- 
bezzlement extended from Dec. 23, 
1959, to June 11, 1960. He was sen- 
tenced to six years in prison. 

Reinsurers believe the current rise 
in fidelity losses will be temporary and 
that 1961 should produce better re- 
sults on the line. 

Contract bond losses are, of course, 
very heavy this year. This account 
will be extremely red for the rein- 
surers writing this business. The trou- 
ble here, it is said, is due to the lack 
at the primary level of underwriting 
perception that might have sensed the 
difficulties more quickly than was 
done. This goes back, in the opinion 
of one observer, to the manpower de- 
velopment hiatus created by World 
War II. The entry of some insurers 
inexperienced in the field is not re- 
garded as a major factor. 


Venezuelan Bonds 


Effects still are being felt by rein- 
surers (and some insurers) from the 
Venezuelan bonds that blew up a cou- 
ple of years ago. There is said to be 
real salvage here, but it will take time, 
perhaps 20 years, to get it out. 

Workmen’s compensation experience, 
though not as poor as it was in 1959, 
is not particularly good for the pri- 
mary companies. For American rein- 
surers the line may be in the black or 
red without indicating the whole state 
of affairs since these reinsurers write 
as little WC as possible. This is an 
attitude of long duration. WC is 
strictly an accommodation line. Conse- 
quently, the reinsurers in this country 
do not have a big volume of WC busi- 
ness. 

There are several more workmen 
with brain stem injuries existing at 
the expense of the reinsurers. These 
are the most severe of all individual 
WC claims. Techniques for keeping 
alive the victims of such accidents 
steadily have advanced over the years, 
and the workmen suffering such in- 
juries represent an enormous potential 
in losses. Though the injured person 
may never regain consciousness, he is 
likely to live out a normal life expec- 
tancy with round-the-clock nurse and 
doctor care in hospitals where the costs 
steadily rise, along with medical ex- 
penses, at the rate of 4% a year. (This 
has been the rate for 10 years.) 


One Cent For Catastrophe 


Not only is there no loading in the 
rate for that 4% a year but none ei- 
ther for the cost to the insurer of re- 
insurance. One cent is allowed for a 
catastrophe, which is an accident pro- 
ducing injuries to several or many 
workmen. Yet more than 75% of in- 
juries resulting in benefits of $25,000 
or more consist of one person injuries. 

One reinsurer presently is paying 
$27,000 a year for the care of a work- 
man who suffered a brain stem injury. 
The man is under 30. The reinsurer 
has reserved the case for normal life 
expectancy. In 10 years, this annual 
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cost of $27,000 will rise to $35,000. 
The attitude of reinsurers toward 
WC is apt to continue so long as the 
regulatory authorities continue to re- 
sist the inclusion in the rates of re- 
alistic allowances for the claim facts 
of WC—notably the necessity of pay- 
ing more for the claim than the rates 
contemplated at time the premium was 
collected. 
} However, it may be significant that 
the New York department for what is 
said to be the first time in connection 
with a rate has recognized a future 
rise in costs. 


os For Future Rises 





' 








This was included in the rate in- 
crease approved for Associated Hos- 
pital Service of New York (Blue 
Cross) earlier this fall. In his state- 
ment approving the substantial rate 
increase, Superintendent Thomas 
Thacher explained why he was ac- 
cepting a 7.5% factor “as the annual 
,percentage of increase in per diem 
{ cost” of hospital care. 

He pointed out that Associated Hos- 
pital Service had presented evidence 
demonstrating that in the case of hos- 
\pitals providing approximately 40% 
of the total “AHS patient days,” total 
costs for the first six months of 1960 
exceeded costs for the comparable pe- 
riod in 1959 by more than 11%. AHS 
also cited an apparent disparity be - 
tween levels of hospital wages and 
industry “as one which may reason- 
ably be expected to be narrowed in 
the little more than two years over 
which the rate structure is projected.” 

AHS expects increases in hospital 
,costs to be 10%. in 1960 over 1959, 9% 
in 1961 over 1960, and 7.5% in 1962 
over 1961. (These “assumptions” were 
revised downward after a preliminary 
filing with the department.) The pre- 
diction, Mr. Thacher commented, “is 
inherently a matter of judgment and 
dependent in large part upon such im- 
ponderables as pending hospital deci- 
sions on wages and salaries and the 
scope of any such further minimum 
wage legislation as may be enacted. 
In the light of AHA’s present showing 
of factors not to any substantial de- 
gree reflected by average cost experi- 
jence of past years, I have concluded 
‘that AHA’s revised assumptions in 
respect to increased hospital costs are 
acceptable.” 



































/Comparison Made 


Blue Cross is considered one of the 
‘more socialistic of the insurances. But 
WC is no less so, and it includes un- 
limited hospital costs and medical ex- 
penses, topped by weekly benefits. 
Automobile liability is not far behind 
BC and WC in socialization, and it in- 
cludes hospital, medical, pain and suf- 
fering, legal costs that are enormously 
higher than WC, and other costs that 
may be and often are basically well 
inflated over costs in either BBC or 
WC. These other costs have gone up 
sharply year by year in modern times. 
| Perhaps a precedent has been estab- 
lished here which would make it easier 
jto get, at least in WC, allowances for 
future rises in the costs of claims. 

The possibilities in property damage 
liability, particularly on automobile, 
are always apparent to reinsurers— 
more so, apparently, than to insurers 
and their agents considering the 
amounts of PDL in effect on most 
automobiles insured. 

The potential liability is indicated 
by the accident in which a truck struck 
a railroad tank car loaded with a high- 
ly volatile liquid. This hit the rein- 
surers. The total limit of the PDL was 
paid, and the trucking firm went bank- 
rupt. 

Another illustration, perhaps not so 
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Reinsurance Terms Dictionary 


(CONTINUED FROM PAGE 21) 
with each other, and the total amount 
insured is not in excess of the insur- 
ance value of the risk. 


CONTINGENT COMMISSION. That 
commission payable to the primary 
company in excess of its normal ceding 
commission, computed annually. It is 
a pre-determined percentage of the 
reinsurer’s net profits derived from the 
subject treaty. 


DEFICIT. As used in reinsurance, 
this means any excess of charges over 
credits at the end of any accounting 
period, which shall be a charge in the 
computation for the succeeding ac- 
counting period. 


EARNED PREMIUM. That portion 
of the reinsurance premium calculated 
on a monthly pro rata or annual frac- 
tion basis which is to be retained by 
the reinsurer should the cession be 
cancelled. 


ERRORS AND OMISSIONS. The 





well known, involved the crash of an 
automobile into an abutment. The car 
caught fire and went off the road in 
flames. The flames set fire to a net- 
work of cables carrying TV, telephone 
and radio programs from one side of 
the country to the other. The poten- 
tial loss here was, of course, fantas- 
tically enormous. Fortunately there was 
an alternative complex of wiring at 
this point, and the routing simply was 
switched. The PDL cover of the mo- 
torist had to pay only for the physical 
replacement of wiring and its housing 
—and not for hours, perhaps days of 
shutdown of TV programs (up to $1 
million an hour). 

An agent recently was looking for 
coverage of TV program breakdown, 
where the station, after spending per- 
haps hundreds of thousands of dollars, 
might lose the income from the whole 
program (or programs) because of 
electrical or some other telecasting 
failure. Apparently the coverage can 
be had if the peril is fortuitous and 
not human negligence. 

Of interest to the reinsurers is the 
current study being made of the prod- 
ucts liability contract. Apparently the 
insurers—many of them at least— 
have concluded that this coverage can- 
not be successfully written on an oc- 
currence basis. Doing so has placed 
the primary companies (and their re- 
insurers) in the position of insuring 
losses which properly come under the 
heading of “business risk,” “research,” 
and “experiment.” 


Electra Planes 


For example, the manufacturer with 
a plant near a stream into which he is 
pumping chemicals knows that the 
pollution is going to kill the fish and 
probably eat out the bottoms of a few 
boats. This is not an accident under 
any definition. Or, when the Electra 
airplanes were involved in accidents, 
that was an insurable exposure. But 
what about those taken out of service 
and rebuilt at very considerable cost 
—does products liability cover the loss 
of income and the rebuilding, even 
though no one of them was involved 
in an accident? 

There is, naturally, much difference 
of opinion about what should be done 
with the contract, whether it should 
be done at all, and, if something is to 
be done, how it should be accom- 
plished. Some underwriters see ahead 
a lot of controversy and very likely a 
good deal of litigation. 


clause which stipulates that in the 
event of inadvertent error or omission, 
the reinsurer shall not be prejudiced 
in the fulfillment of the agreement, 
provided that any error or omission 
shall be corrected as soon as discov- 
ered. 


EXCESS OF LOSS TREATY. This 
is a coverage of the whole or a spe- 
cified proportion of loss over a deduc- 
tible which may be a specified figure 
or a computation. Excess of loss is the 
normal form of reinsurance of liability 
risks, but it also has special applica- 
tions in all branches. It should never 
be confused with surplus, which in re- 
insurance always refers to a pro rata 
form of coverage. 


EXCLUSIONS. Those specific types 
or classes of business which the pri- 
mary company may not cede under 
the terms of the treaty. 


FACULTATIVE. Employed in rein- 
surance in its old meaning of “having 
the faculty or liberty.” Facultative re- 
insurance generally means reinsurance 
by offer and acceptance of single 
cessions. This is also sometimes called 
“specific reinsurance.” A _ facultative 
treaty is so called in distinction to the 
usual form of obligatory treaty and is 
really only a permissive engagement in 
respect of particular risks, lacking 
some special features of a treaty as 
normally understood. 


FIRST SURPLUS TREATY. One of 
the oldest forms of treaty, and still the 
commonest in fire reinsurance. It is 
based on the reinsurer sharing the 
gross lines of an insurance company 
on a pro rata basis, the proportion be- 
ing varied automatically according to 
(a) different classes of risks, and (b) 
the net retentions which the insurer 
keeps for its own account. By the pro- 
visions that have been developed a 
company can retain for its own account 
as large a line as it can afford or de- 
sires on each risk, while automatically 
reinsuring any surplus, frequently up 
to a large amount. 


FOLLOWING THE FORTUNES. The 
clause stipulating that once a risk has 
been ceded, whatever the ceding com- 
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pany may find necessary to do in good 
faith, is binding on the reinsurer. The 
words “in good faith” are stressed, for 
this is the core of the matter. 


FRAUD. The reinsured is under ob- 
ligation to disclose all details concern- 
ing the risk to be reinsured, and to 
advise of any fact that is likely to in- 
fluence an underwriter’s decision to 
accept a risk. Under a treaty of rein- 
surance, the original risk is assumed 
to be subject to all conditions in pol- 
icies of that particular class, and the 
reinsured is bound to disclose any omis- 
sions or additions. 


G.N.P.I. Gross net premium income, 
i.e., gross written premium less only 
returns and reinsurances. This is the 
same as net written premium in the 
U.S. But in Europe there is a big dif- 
ference as net premium there refers 
to premiums less paid commissions. 


HAZARD. This is the general term 
employed outside of the strictly tech- 
nical meanings of risks and perils. 
Thus, we speak of the degree of haz- 
ard, or the incidence of hazard, or the 
frequency of hazard, and so on. 


INCURRED LOSS RATIO. This is 
calculated by applying incurred losses 
to the earned premium to determine 
the percentage of losses. 


INSOLVENCY. The clause which 
holds the reinsurer liable for his pro 
rata share of any loss (or losses) as- 
sumed under the treaty even though 
the primary company has become in- 
solvent. 


INTERMEDIARY. A reinsurance 
broker who negotiates contracts of re- 
insurance on behalf of the reinsured 
with the reinsurer, who because of his 
specialized training and expert knowl- 
ege of markets, performs a valuable 
service to both parties, protecting their 
mutual interests to the best of his 
ability. 


INSURABLE VALUE. The stated 
value in the insurance contract. It can 
be the market value, the declared value, 
or the replacement value. 


LINE. This has several connotations 
bearing on the amount which an in- 
surance company accepts on a risk, or 
other unit. Thus gross line, according 
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to the context, might be either (a) 
the limit which a company has fixed 
for itself on a class of risk or, (b) the 


actual amount which it has in fact 
accepted on a single risk, or other 
unit. 


LINE UNIT. (Or more fully table or 
line limits). This is the schedule which 
a company keeps for guidance show- 
ing the top lines which can be written 
inclusive of reinsurance on different 
classes of risk. 


NET LOSS. Means only the amount 
within applicable policy limits which 
the company shall become obligated to 
pay in settlements of claims or in sat- 
isfaction of awards or judgments, after 
making deductions for all recoveries, all 
salvages, and all claims upon rein- 
surers. Usually it will not include 
claim expenses. 


PARTICIPATING or PRO RATA. 
Includes quota share treaties, first sur- 
plus, second surplus, and all other 
sharing forms of reinsurance which 
participate pro rata in all losses from 
the first dollar up. 


PERILS. The technical meaning is 
reserved to denote the particular forms 
of misfortune which can strike, such 
as fire, windstorm, collision, hail, bod- 
ily injury, loss of profits, etc. 


PORTFOLIO REINSURANCE. A 
type which in the U.S. does not belong 
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within the normal field of reinsurance, 
but is an arrangement whereby one 
insurer takes over from another. It 
frequently takes place at inception or 
termination of a treaty, or a company 
may retire from a territory, or from 
the insurance business altogether. 


PROFIT COMMISSION. (See CON- 
TINGENT COMMISSION.) 


QUOTA SHARE. The basic form of 
participating treaty whereby the rein- 
surer accepts a stated percentage of 
each and every risk within a defined 
category of business on a pro rata basis. 
The word quota means a definite share. 
Participation in each risk is fixed and 
certain. 


REINSURANCE. A contract in which 
the first party, called the reinsurer, 
in consideration of a premium paid to 
it, agrees to indemnify the second 
party, called the reinsured, against a 
risk insured by the latter under a policy 
in favor of a third person, or the orig- 
inal insured. The reinsured may be 
referred to as the original or primary 
insurer (or direct writing company). 


REINSURANCE PREMIUM. The 
premium paid by the ceding company 
to the reinsurer in consideration for 
liability assumed by the reinsurer. On 
a pro rata type of treaty the premium 
is a pro rata share of the ceding com- 
pany’s gross premium less a ceding 
commission. On excess of loss treaties 
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the premium is a percentage of the 
ceding company’s gross net premium 
income for the class of business being 
reinsured. It is usually calculated an- 
nually, and is not subject to a ceding 
commission. 


RETENTION. The net amount of 
any risk which a company keeps for 
its own account. 


RETROCESSION. A reinsurance of 
reinsurance. Example: Company B has 
accepted reinsurance from Company A, 
and then obtains for itself on such 
business assumed reinsurance from 
Company C. This secondary reinsur- 
ance is called a_ retrocession. 

RISKS. Technically refers very par- 
ticularly in fire insurance to the phys- 
ical units of property at risk and not 
to perils or hazard. Reinsurance by 
tradition permits each insurer to frame 
its own rules for defining units of haz- 
ard or single risks. See CLEAR SPACE. 
It can also refer to the classes of prop- 
erties or insurable interest, e.g., non- 
hazardous risks, protected risks, etc., 


always referring to the property or 
interest. 
SECOND SURPLUS. A form of 


treaty required by companies engaged 
in business that requires large policies, 
e.g., industrial risks, and provides for 
lines too large to be embraced in a 
first surplus treaty. It follows the plan 
of first surplus but obviously provides 
only a much diminished spread of 
risks to the reinsurers. 


SPECIFIC. (See FACULTATIVE.) 


SPREAD LOSS TREATY. Pays the 
excess over a given figure on single 
losses, and logically requires a suffi- 
cient number of losses exceeding the 
given figure to enable the excess 
amounts to average out over the years. 
Five years is the usual period, with 
the premium adjustable within fixed 
minimum and maximum limits accord- 
ing to the company’s experience. 


STOP LOSS TREATY. A very spe- 
cialized form of reinsurance usually 
applicable to branches of insurance 
showing wide variation, like hail in- 
surance, in which perhaps four good 
years might be followed by a calami- 
tous one. Reinsurance could enter to 
protect the company’s loss ratio from 
exceeding in a calamitous year 70, 80, 
or 90, as may be agreed. 


TREATY. The aristocratic name giv- 
en to an aristocratic type of business 
contract, whereby reinsurers undertake 
to follow the unknown fortunes of an 
insurer on the basis of the utmost good 
faith. Many reinsurance treaties are 
not cancellable within any 12 month 
period. For different forms see quota 
share, excess of loss, first surplus, sec- 
ond surplus, spread loss, stop loss, 
catastrophe. 


UNDERLYING. In respect to excess 
of loss coverages, this refers to that 
amount of risk reinsured in terms of 
possible primary or first-loss, which 
is deductible before the insurance or 
reinsurance comes into action. 


Hardware Mutuals Off To 
Good Start In Reinsurance 


Hardware Mutuals of Stevens Point, 
Wis., substantially exceeded _ their 
marketing goals in their first six 
months of aggressive reinsurance ac- 
tivity. H. E. Rudolph is vice-president 
in charge of the new department. 

Hardware Mutual Casualty and 
Hardware Dealers Mutual Fire have 
participated in reinsurance arrange- 
ments for many years. They executed 
the first phase of a long-range pro- 
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Becoming Flexible ws: 
years 
(CONTINUED FROM PAGE 21) ous. | 
a particular type of insurance is fixed fire 3 
on the basis of the industrywide loss panie 
ratio plus the industrywide expense F £3.5 
ratio for the class of business over the € 12 
previous five years, plus up to 5% for ¥ more 
profit and contingencies. It is problem- in th 
atical whether this allowance of 5% is 4 jneon 
sufficient to cover contingencies inso- bigge 
far as casualty business is concerned, £275 
with its ever present element of infla- * the f 
tion, plus the extraordinary additional  ¢jejq 
inflation created by juries in their inter 
ever increasing awards of the last de- miun 
cade, together with the long delay in., for tl 
settlements. all o7 
Not only do the rates have to be peqy 
approved, but also the policy wordings whict 
and endorsements. will 
Company Examinations Ame! 
Each casualty insurance company is { Profit 
the subject of complete examination | Tr 
on behalf of the insurance depart- | 
ments every three years. This exami- ” howe 
nation is severe in the extreme; — 
every policy is checked to see it was chang 
issued on the correct form; likewise | profit 
with endorsements. The calculation of P@7¢ 
every premium, additional and return’ break 
premium is checked to see that it is policy 
in accordance with the approved rat-, ket is 
ing. Every loss payment is checked to co 
to see that it is correct and proper, of ba 
and all outstanding loss reserves are* value 
checked to see that these are main- My 
tained at least at an adequate level., ©70U8 
Discrepancies in any of these mat- TS th 
ters would probably end with the com- SUran 
pany’s surplus being reduced, even if’ Sidera 
some of them did not result in fines. bad I 
I know from my own experience in, °f int 
my own New York office that when the § 
we are examined on behalf of one of Amer 
our own companies, every letter which’ their 
has been written since the previous time 
examiniition is read. . the fe 
The entire cost of the examination, 0” i 
which may last as long as four or five, Wick! 
months, is borne by the insurance Anc 
company being examined. Amer 
The insurance commissioners in’ t© 19% 
most of the states are political ap- fallin: 
pointees and it is not unknown in, bad ¢, 
some states for a rate increase to be| °Ut of 
refused, simply because of a forth-| SUIVIV 
coming election and the desire of the’ 1” the 
superintendent to stand in well with; Was a 
the voters. Such cases are, of course,, S!oner 
rare in the extreme. | ernme 
while 
Two Adverse Effects itself, 
This very severe control has, in my Suranc 
judgment, two adverse effects on the. of whi 
companies. The first is that they are the n 
not free to think and act in unusual Coincic 


situations or in the development and 
creation of new forms of insurance 
in the manner in which they should 
be and, secondly, their chances of 
making a_ reasonable underwriting 





gram for expanded reinsurance activi- 
ties last May, when Mr. Rudolph re- 
ceived his present assignment. He had 
served previously as_ vice-president- 
underwriting. 

The companies are writing reinsur+ 
ance for all major fire and casualty 
lines in all 50 states and Canada, 
Reinsurance business is accepted di- 
rectly from other insurers as well as 
negotiated through brokers and rein- 
surance intermediaries. 

Continuing inflation of property 
values is contributing materially to the 
current rapid expansion of reinsurancé 
activity by U.S. companies, Mr. Ru- 
dolph believes. 
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profit, judged by British standards, 
are remote. 
Nevertheless the growth of this 


business in America over the last 40 
years can only be described as enorm- 
ous. I do not-have separate figures for 
fire and casualty, but the stock com- 
panies wrote premiums of more than 
£3.5 billion and the mutual companies 
£1.2 billion in 1959. Considerably 
more than 1,000 companies are active 
in the casualty field and the premium 
income from these two classes of the 
biggest group—Travelers—exceeded, 
£275 million. The premium income of 
the four largest British groups in this 
field last year was £225 million. It is 
interesting to note that the total pre- 
mium income of the British companies 
for these same classes of business from 
all over the world was £870 million. 
Deducting from this the large amount 
which must come from America you 
will get some idea of the colossus that 


‘ American insurance has become. 
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Profits On Stocks 


- The effect of the rating control has, 
however, been such that most com- 
panies depend far more on stock ex- 
change profits than on underwriting 
profits, with the result that many com- 
panies are quite satisfied if they can 
break even on their underwriting. This 
policy is all right while the stock mar- 
ket is buoyant but does, of course, lead 
to considerable difficulties if a cycle 
of bad underwriting results and falling 
values on the stock exchange coincide. 

My own personal view is that not 
enough attention is paid by the pow- 
ers that be to the necessity of the in- 
surance companies building up con- 
siderable reserves against the really 
bad periods which come to all types 
of international trade. At the time of 
the San Francisco earthquake few 
American companies were able to pay 
their losses in full and-it was at this 
time that the British companies laid 


, the foundation of their high reputa- 


ition, 
' five, 
rance 


n in, 
to be 
orth- | 
f the’ 
with 
yurse,. 


tion in America when they paid losses 

quickly and generously. 
Another period of crisis 

American companies came 


for the 
in 1929 


+ to 1931 when many of them, through 


falling stock exchange values and a 
bad cycle of business coinciding, went 
out of business and most of those who 
survived did so because of a change 
in the basis of valuing assets which 
was authorized by insurance commis- 
sioners, and also with the aid of gov- 
ernment loans. I would only say that 
while history has a habit of repeating 


‘ itself, this is particularly true of in- 
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surance history and I shudder to think 
of what the market situation will be if 
the next San Francisco earthquake 
coincides with, or causes, a depression 
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on Wall Street. 

The atmosphere in which the exec- 
utive of an American insurance com- 
pany perforce has to work certainly 
offers little place for free thinking, and 
it is mainly out of this situation that 
the unadmitted market in London 
has arisen. 


Tells Present Trends 


But what of the present develop- 
ments and trends among the American 
companies? More and more I find a 
body of younger men who are not 


satisfied just to go on doing business in 
the way in which it always has been 
done. So they have found ways and 
means of experimenting in some of the 
classes of business which used to be 
looked upon by underwriters in Lon- 
don as their own special field. Five 
years ago I doubt if there was any 
market in America for top excess pub- 
lic liability insurance. Two or three 
years ago there was a market for $1 
million or $2 million; today their ca- 
pacity exceeds $5 million, and I have 
little doubt that in five years’ time it 
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will be several times this size. 

This from London’ underwriters’ 
point of view is a most significant de- 
velopment. But even more so is the 
fact that the Northern-Employers 
Liability group has formed an Ameri- 
can company for the sole purpose of 
writing surplus lines business and no 
other. 

What then of the future for London? 
Having believed for a number of years 
that our future lies much more in the 
field of reinsurance than direct busi- 
ness and having seen something of 
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this movement take place, I am sure its 
progression will be rapid. It seems to 
me, therefore, a primary fact of our 
existence that if we are to depend 
more on reinsurance, our field of en- 
deavor must be confined to coopera- 
tion with the American market and not 
competition with, and opposition to, it. 
Illogical And Dangerous 

The policy of simply competing for 
the American companies’ “bread and 
butter” business through competitive 
rates is illogical and dangerous, apart 
from so often proving costly. It only 
arouses the antagonism of the Ameri- 
can insurance companies which, I think 
at this state of the development of the 
business, is something to be avoided. 
I think this is particularly true where 
this competition takes the form of giv- 
ing binding authorities to American 
brokers and agents. 

I am sure that if we apply our in- 
telligence to the problems that face us, 
there is no reason why, both for those 
British companies and _ underwriters 
who do their business directly in 
America and also those who do it 
through surplus lines in London, there 
should not be a future bright with 
prospects of an ever-developing profit- 
able business. 

For the future in the United States 
the break-through into the surplus line 
field has been achieved. Certainly 
more and more states will legislate on 
this matter within the next few 
months. It is highly probable that the 
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legislation will allow American ad- 
mitted companies to write business 
on a “freedom of action” basis once it 
has been declared surplus line by any 
insurance commissioner. There is no 
doubt that many American companies 
are awaiting this opportunity. 

However, there is another field into 
which they are beginning to spread 
and this is the development of port- 
folios of business outside the United 
States and Canada. 

We here in the London market may 
well feel that, with the constant tradi- 
tion of insured only being interested in 
British insurance, the American com- 
panies cannot successfully invade this 
market. I believe that many of the 
American companies are themselves 
aware of this tradition and I therefore 
anticipate that their entry will not be 
by setting up branches in the glare 
of great publicity, but rather that 
they will seek to acquire the owner- 
ship of already established British 
companies. In view of the enormous 
financial strength of the American 
insurance companies, this is, I believe, 
a problem to which we should all be 
giving considerable thought. 


Rhode Island Insurance Fieldmen’s 
Assn. has elected William J. Burke, 
U.S.F.&G., president; Robert F. Stap- 
les, Home, vice-president; William J. 
Adams, Travelers, secretary; and Ed- 
ward H. Berube, New Hampshire, 
treasurer. 
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Knowledge Key To Treaty Reinsurance 


(CONTINUED FROM PAGE 21) 
criticism. However, this will not deter 
him from the writing of what he knows 
and uses habitually. He does so in ac- 
knowledgement of the help constantly 
being received from those who under- 
take to compile and disseminate such 
worthwhile material. The bulk of it is 
literally at his finger tips: literally in 
the sense that he can reach it without 
moving from his chair. He only wishes 
this were so in the abstract sense as 
it is with so many longer experienced 
members of the craft. His desk-side 
bookshelf is utilitarian rather than 
decorative but he can also claim that 
it is custom-made for its particular 
purpose. 

The publications most frequently 
used include those of Alfred M. Best 
Co., National Underwriter Co., and the 
Spectator, which are so well known 
as to select themselves. In more recent 
years the New York department has 
been publishing analyses of loss and 
expense ratios, compiled from insur- 
ance expense exhibits. Although these 
only relate to companies entered to do 
business in that state, they do cover an 
extensive roster of the stock and 
mutual companies operating in the 
U.S. Somewhat similar analyses are 
published by National Bureau of Cas- 
ualty Underwriters. In some respects 
they are more detailed although they 
do not relate to so many companies. 
The writer has compiled five and 10 
year moving averages for a consid- 
erable number of companies. These are 
of particular value in determining 
trends as respects losses and expenses 
as well as growth. 

Who’s Who in Insurance is invalu- 
able as a source of biographical infor- 
mation concerning company personnel. 
This can be usefully supplemented 
by other publications which list direc- 
tors and/or people prominent in the 
business and financial world. 

In the two cities with which the 
writer is most intimately acquainted, 
there are well-stocked insurance li- 
braries with professional staffs who 
are as cooperative as they are com- 
petent. Scarcely a week goes by that 
the Boston Insurance Library is not 
found to be the fount of required in- 
formation. Personal experience has also 
demonstrated that the Insurance Li- 
brary of New York is a valuable re- 
pository of information pertinent to 
the reinsurance underwriter’s require- 
ments. In addition to their store of 
reference books, oth institutions have 
comprehensive inventories of subject 
files. 


Stockholder Reports 


Reports to stockholders, where these 
are available, are a most useful means 
of acquiring knowledge in greater 
depth of a company’s operations. Pros- 
pectuses issued to comply with SEC 
regulations, when new companies are 
being financed or additional capital is 
being sought, are also well worth 
study. In the case of new companies 
they provide what is probably the best 
picture obtainable as to who is going 
to run the company and the kind of 
business it is proposed to do. This, of 
course, is supplemented by the pro- 
jected financial structure. With going 
concerns these SEC reports present in 
concise form an analysis of experience 
over the last ten years, distribution of 
business by state, existence of profit- 
sharing plans, and other data that in 
pre-SEC days might have been regard- 
ed as being of quite an intimate char- 
acter. It is now, however, rendered 
public property for the purpose of 


giving prospective investors assurance 
and confidence in their selection of 
investments. 

With a smaller company, a most re- 
liable index as to the likelihood of a 
profitable operation is the extent to 
which management has its own money 





Decer 


invested in the company. With larger , 


companies it is not so usual to find 
that the officers are large stockholders, 
However, another benign influence, 
analogous to that created by stock own- 
ership, is the existence of a profit- 
sharing plan or some other form of 


incentive compensation which is geared , 


to underwriting profits. 
Insurance Press 


The insurance press is a constant 
source of invaluable information to re- 


insurers. In the first place, it keeps the | 


reference books up to date. After all, 


they are only published annually, and * 


it may be six months or more after the 
close of each year before succeeding 
editions become available. It is from 


the trade journals one learns of chang- | 


es in stock ownership, personnel re- 
tirements and replacements, the 
branching out of individual compa- 
nies into new lines of insurance, or 


, 


the embarking on new methods of , 


marketing, entry into new territories, 
etc. 


It is in the business press too that | 


the earliest information is received con- 


cerning the annual results of individual . 


companies. It is here also that forecasts 
are published throughout each year 


relating to trends of experience in the © 


business as a whole, and with respect 
to major lines of insurance. 

Upon the happening of conflagrations 
and other disasters, including hurri- 
canes, the earliest indications of prob- 
able damage are those reported in the 
insurance press. While they cannot 
pinpoint the probable results to indi- 


vidual insurers, they are at least some . 


guide to reinsurers as to what level of 


reserves are likely to be required to 


meet the resultant claims. 
Other Sources 


Membership in various trade asso- 
ciations does not necessarily speak for 


itself as to the caliber of any particular © 


member. However, election of indi- 


vidual companies by vote of the mem- ° 


bership to positions of responsibility 
is certainly a reliable index as to their 
standing amongst their fellows. These 
associations comprise additional chan- 
nels for gathering information. 
Reports of examinations by insur- 


EXPE 


ance departments are public informa- . 


tion and there are instances where 
references to these reports can produce 
vital, pertinent data. 

Where sources of information such 
as have already been described need 
to be supplemented there are, of course, 
several reporting agencies  special- 
izing in the insurance field. Reports of 
this nature can be as useful to a re- 
insurance underwriter as they are to 
an underwriter of primary business. 


Symptomatic Changes 


The insurance press is also a sure 
and constant means of 
changes in rate levels, rate making 
methods and policy forms, and other 
underwriting developments which may 
have significance to the reinsurer’s 
experience either immediately or in 
the early future. For example, the 


number of rates now being made with ° 


reduced factors for expenses forecasts 


the inevitability of loss ratios in gen- . 


eral climbing to higher levels than in 


in ev 


that 


your 


recording ~ 
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former eras. This prediction has also 
been made by the chairman of a prom- 
inent rate-making association who 
wrote in a recent report: 

“The program’s rating formula— 
namely, 60% for losses and loss ex- 
pense, 34% for expenses, and 6% for 
profit—is, in and of itself, thought 
provoking, especially when one rea- 
lizes that future rates will be meticu- 
lously geared to this formula. Presently 
its full impact is not apparent nor will 
it be until the inexorable pressures, 
of losses on the one hand and expenses 
on the other, exceed the sum of the 
permissibles.”’ 

Indeed, developments such as these 
have already had their effect on the 
valuation of the equity in unearned 
premium reserves. This is demonstrat- 
ed by recent SEC prospectuses which 
have valued this equity as being the 
difference between recent loss ratios 
and 100% of the unearned premiums. 
Formerly, it was invariably the custom 
to calculate this equity on the basis 
of a company’s level of pre-paid ex- 
penses. This serves to demonstrate that 
recent loss trends rather than the re- 
insured’s cost of doing business are 
more determinative of the commission 
properly allowable on pro rata rein- 
surance treaties. 


Underwriting Profiles 


Most of the foregoing has to do with 
the “getting to know you” process in 
a general way. After having received 
satisfactory reactions from a general 
survey, the reinsurance underwriter 
needs to become conversant with what 
might be termed the underwriting 
profile of the prospective reinsured. 
This applies to the company’s expe- 
rience in general as well as to what 
has been and is currently its record by 
the lines of insurance for which treaties 
are being sought. 

Unless a company is very new in its 
field, there will be experience infor- 
mation forthcoming relevant to the 
business which it is proposed to cede. 
Quite usually this is in the form of ex- 
perience under an existing or pre- 
existing contract of similar type. This 
speaks for itself. It does not neces- 
sarily provide all of the picture that 
the reinsurance underwriter w ould 
like to view. 

Additionally, it is of considerable in- 
terest to note what the company’s rec- 
ord has been both as regards expenses 
as well as loss ratios. A desirable cor- 
ollary to a higher than average loss 
ratio is an expense ratio which is low 
enough to permit the earning of an 
underwriting profit. Conversely, if 
higher than average expenses are in- 
curred in the endeavor to attract pre- 
ferred business, this should be reflected 
in loss ratios which bear favorable 
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comparison with industry experience 
in general. In other words “The proof 
of the pudding is in the eating.” 
More Recent Trends 


It is also of importance to note the 
trends in both losses and expenses, 
particularly in most recent years. These 
are becoming increasing material in 
the appraisal of future experience. 
This comment is made in regard to the 
several important lines of insurance 
where the making of rates is now be- 
ing predicated upon a higher expected 
level of losses coincident with a re- 
duction in the factors available for 
expenses, the point being of such im- 
portance as to justify its reiteration. 

The rate at which premium volume 
is growing in particular lines of insur- 
ance can have considerable signifi- 
cance. A recent expansion of major 
proportions is worthy of special in- 
quiry for the reason that corporate 
eyes are sometimes bigger than cor- 
porate stomachs. Such an appetite for 
new business may outstrip the capacity 
of the policyholders surplus to absorb 
and digest the larger volume. The re- 
sultant indigestion may be acute in 
character and usually portends an 
adverse loss experience. 

The reporting of statistics for re- 
insurance purposes is a most vital link 
in the chain of operations. A well- 
managed company keeps good and ad- 
equate records; but for these to be 
really worthwhile it is essential that 
they be up-to-date. So, an additional 
facet of the reinsurance underwriters 
approach involves becoming familiar- 
ized with company accounting and 
statistical personnel and details of 
their procedures. However, it must be 
said right away that established com- 
panies are able and, in fact, do furnish 
reinsurers with all required figures. 
This they customarily do with great 
promptness and a high degree of ac- 
curacy and, in consequence, reinsurers 
are able to maintain their own records 
on what is essentially a current basis. 
This is in contrast to the tardy re- 
portings that are a feature of many 
foreign contracts which lead to delay 
for the reinsurer in reviewing expe- 
rience and significant trends of which 
it is so important to reinsurance un- 
derwriters that they receive timely 
apprisement. 

Drawing Closer 


The “getting to know you” process 
is not something that begins and ends 
with the writing of the treaty. It is 
well that it should be a continuing 
process. Thus, it is found to be cus- 
tomary for reinsurers to take every 
reasonable opportunity for furthering 
their acquaintance with companies in 
whose reinsurances they participate. 
This is a procedure accepted and in- 
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Reinsurers Cite Effects Of: 
Special Auto Programs = 


(CONTINUED FROM PAGE 34) 
and policies written under special rat- 
ing plans. 

We are watching the trend with re- 
gard to the possible effect of auto 
merit rating plans on reinsurance pro- 
grams. Frankly, it seems too early to 
assess the situation. Most automobile 
reinsurance is handled on an excess 
of loss basis and does not involve great 
frequency of loss. Reinsurers will not 
want to see their position deteriorate 
as a result of changes in primary 
underwriting and rating philosophy. 
Under normal excess casualty reinsur- 
ance contracts, it is a little difficult to 
see how the reinsurer’s position can 
be seriously affected by these changes. 

As regards automobile being in- 
cluded in special packages, combining 
dwellings and other personal lines, we 
do not see any radical changes from a 
reinsurance point of view. It seems that 
it will be necessary to continue to 
break down premiums into separate 
categories, and we suspect that rein- 
surance coverages on the whole will 
continue along normal lines, reflecting 
the ceding company’s requirements as 
to automobile excesses, conflagration 
excesses, and wind catastrophe covers. 

If ceding companies wish to change 
their reinsurance programs to blanket 
coverages, we think the reinsurance 
market will be able to meet their re- 
quirements. You will recall in this con- 
nection that comprehensive personal 
liability reinsurance protection is in 
some cases provided in connection with 
certain homeowners type policies. 
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We are sure the professional rein-) Probl 
surance market is versatile enough and than 
has enough imagination to meet the’ forme 
needs of the industry as general con- handl 
ditions change. » ness 
x xX xX where 
Generally, we feel that there has, anda 
been no impact on the reinsurers as_ /ines. 
yet regarding the special automobile Prope 
policies, and we doubt very much that’ for tl 
there will be in the future. On the 
merit rating plans, we feel that there + 
has been a general reduction of pre- 
miums to the reinsurer without an off- 
setting decrease in exposure. Since the 
reinsurer’s premium is a percentage of 
the basic premium, any reduction in 
this basic premium will immediately 
affect the reinsurer. «“no a 

The merit rating plans actually were | ercise 
designed to take care of frequency of ness | 
loss rather than severity of loss. There- ” inspec 
fore, the reinsurer still has the same selecti 
exposure since he is involved in se- + metho 
vere losses most of the time. In addi- is tod. 
tion, the business which is being up-, pany 
rated is going to the assigned risk pools. writin 
or to special substandard writers. Pre- As 
viously, this business was written by ’ prefer 
standard companies at standard rates ing o1 
and for statutory limits. The reinsur-, than 
ers again had very little exposure on its ca 
many of these risks because they were same 
written at statutory limits. Here again,’ the re 
the reinsurer is losing premiums. Fro! 

With regard to automobile and.few cc 
dwelling business outside of the pack- tomob 
age policies, we have found that such afraid 
business is generally of a lower qual-' panies 
ity. The special considerations we have driver 
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deed concurred in by _ reinsurance 
intermediaries who. realize how much 
this can contribute to the continuance 
of a sound relationship of a mutually 
profitable character. Thus, reinsurance 
men travel the country so as to fa- 
miliarize themselves with the individu- 
al operations of their reinsured. One 
is glad to testify to the friendly re- 
ception accorded them on their visits. 
As is no doubt the case with any well- 
run business the proprietors or man- 
agers are flattered by the desire of 
what might be called “outside parties 
at interest” to find out what makes 
them tick and what keeps them on the 
tracks of sound underwriting. 

In contrast with markets in other 
parts of the world, the American re- 
insurance fraternity is indeed fortu- 
nate in at least two respects when it 
comes to developing underwriting data 
of a reliable character. Firstly, the 
insurance business in the U.S. indeed 
operates in a goldfish bowl. This is 
largely a consequence of the super- 
visory laws under which companies 
entered in the several states are re- 
quired to operate. They result in au- 
thenticated particulars and accurate 
figures being readily available. These 
are quite comprehensive as well as 
searching in character, and in these 
respects are in sharp contrast to the 
skimpy financial details available from 
companies in some other countries. 

Secondly, we are fortunate in the 
forthrightness with which companies 
seeking reinsurance in this country 
supply information and cooperate at 
every stage in the working out of a 
treaty reinsurance relationship. 

Reinsurers and reinsurance inter- 
mediaries are privileged to enjoy a 
high degree of intimacy with their 
treaty companies. In this kind of an 


atmosphere mutual confidence is built quentl 
up in an enduring manner. It is of Ing a 
the greatest aid in establishing a rela- Cert 
tionship which benefits all concerned. cerned 
It is also the kind of relationship which’ tiating 
results in reinsured coming to regard &f con 
their treaties as most valuable ad-, derwri 
juncts—one might almost say assets Ing a 
—in their company picture. This is develo 
more particularly so when a treaty’ expect 
stands on its own merits as is the case ;@ com 
in the field of professional reinsur-}@tion. 
ance as practiced so widely in the the r¢ 
United States. The contrast is, of SIONS | 
course, with reinsurance involving natura 
complete or substantial reciprocity going 1 
which is the norm in most foreign mar- »Tesult 
kets. Here it is quite usual that the It ay 
experience on reinsurance assumed will SUranc 
balance the experience on business ess li 
which is ceded. e ti 


; -each ii 
Loss Ratios Better we mt 


Testifying to the care with which,tire a 
our domestic treaty holders handle than j 
their cessions, and their  solicitude 
generally for their reinsurers’ experi-’ 
ence, it is not at all an unusual cir- The 
cumstance to find the loss ratios un-.¢ral w 
der a treaty being somewhat better ture. V 
than those developed by the reinsured’s be our 
direct operations. This underlies theicies a 
reason for and the merit in contingent appeal 
commission arrangements through!n the 
which the reinsured can enjoy a par- Counts 
ticipation in the fruits of its own goodThe cc 
underwriting as reflected in its rein- Tams 
surance record. and te 

In personal relationships, the “get The 
ting to know you” process is the path-undouk 
way to enduring associations of thenies no 
friendliest kind. Such associations areing. He 
both proved and strengthened wherePanies 
those concerned are exposed to the upsand ar 
and downs of human experiences. Soaverag¢ 
it is with the practice of reinsuranceprate a 
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to take into account in writing this 
* unpackaged business are to exercise 
| tighter controls and to see to it that 
“our clients do likewise. We treat this 
business as accommodation business 
» because it is becoming special hazard 
| or substandard. 
Personally, I believe this is a bigger 
rein- problem for the primary companies 
.anq than for the reinsurers, because the 
- the ’ former will have to develop a staff to 
handle this special unpackaged busi- 
»ness in the future. This is the area 
where most insurers have difficulty 
has , and apparently they try to avoid these 
“s as lines. If a company does not have the 
obile proper staff, it becomes unprofitable 
that * for them as well as the reinsurer. 


con- 


. the x x D4 
there* It has always been my opinion that 
pre- the careful driver should be rewarded 


1 off- ,and not penalized unnecessarily for 
e the| the careless driver when he purchas- 
geof es insurance on his automobile. A 
mn in * company writing direct business and 
ately | offering some form of merit rating or 
«“no accident” plan can of course ex- 
were | ercise control over the class of busi- 
cy of ness produced by its agents through 
here- “ inspections, credit reports, and very 
same selective underwriting. By using this 
1 se-» method, even with the situation as it 
addi- is today, it is still possible for a com- 
; up- pany to show at least a small under- 
pools writing profit. 
Pre- As a reinsurer, naturally, I would 
n by’ prefer to reinsure a company operat- 
rates ing on this or a similar basis, rather 
nsur- , than a company having no regard for 
re on its careful drivers, and charging the 
were same rates for the careful, as well as 
again,’ the reckless. 
IS. From experience, we know that the 
and: few companies making a profit on au- 
pack- tomobile lines are those companies not 
such afraid to try something different. Com- 
qual-' panies offering rewards for the careful 
have drivers can naturally be more selec- 
,tive in their underwriting, conse- 
built Quently have a better chance of show- 
is of ing a favorable loss ratio. 
rela- Certainly a reinsurer must be con- 
earned. cerned with these matters when nego- 
which’ tiating or effecting a treaty, and prop- 
egard er consideration must be given to un- 
> ad-,derwriting results. A company follow- 
assets ing a lenient underwriting policy and 
his is developing a higher loss ratio cannot 
treaty’ expect the same commission terms as 
6 case|@ company showing a profitable oper- 
insur-| ation. When it reaches the point where 
n the the reinsurer must reduce commis- 
s, of sions on account of high loss ratios, 
slving Naturally the producing company is 
rocity going to have to follow suit, which will 
mar- result in lower commissions to agents. 
1t the It appears that the solution in rein- 
d will Surance as well as in the direct busi- 
siness Ness lies in a multiple line operation. 
The time has about vanished when 
-each insurance line is profitable, and 
we must depend instead upon an en- 
which,tire account being profitable, rather 
1andle than just one segment of it. 


icitude xX xX X 
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41 cir- The impact on auto business in gen- 
ys un-.eral would seem to be gradual in na- 
better ture. While too early to say, it would 
sured’sbe our opinion that special auto pol- 
os theicies and merit rating plans have an 
ingent appeal to the public, more particularly 
1roughin the higher rated areas where dis- 
a par-counts develop greater dollar savings. 
n good The companies employing these pro- 
-yein-8rams should enjoy a better “book” 

and tend to retain their business. 

_ “gets The customers with surcharges will 
» path-undoubtedly shop among the compa- 
of thenies not employing this system of rat- 
ns areing. However, the latter group of com- 
wherepanies is acutely aware of this danger 
he upsand are guarding against it—so the 
nes. Soaverage risk for them will not deteri- 
uranceSrate as much as might be supposed. 
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The over-all result will probably be 
that the segments or types of automo- 
bile writers—direct writer, bureau and 
independent—will see their average 
risk coming more into balance with 
the other segments. Meanwhile, as- 
signed risks and substandard writers 
will continue to grow at a rapid rate. 

There is a feeling that the rates 
employed are either too low as a base 
rate or that the credits are too great. 
This is somewhat aggravated for the 
primary company by the cost of ad- 
ministering the program. If this is true, 
the reinsurer will suffer along with the 
primary writer from inadequate pre- 
miums. Of course, the automobile BI 
class continues to punish the business, 
both primary and reinsurance compa- 
nies. We do not feel that loss ratios 
will improve much on this coverage 
in the present climate. 


No Concerted Effort 


At present there seems to be no 
concerted effort on the part of rein- 
surers or companies to renegotiate re- 
insurance in the light of a decision to 
embark on a new program or not. Re- 
insurers still place a great deal of em- 
phasis on management and their rec- 
ords of success. 

Dwelling packages have not had so 
great an effect on reinsurers, since 
the dwelling business is so often re- 
tained by the writing company. The 
attitude of companies in competing for 
the package business would seem to 
indicate a strong belief that the re- 
maining policies, not written as pack- 
age business, will be less than av- 
erage. 


x x xX 


The special automobile policies and 
merit rating plans have not had any 
particular effect on the reinsurance of 
automobile business. The usual auto- 
mobile liability reinsurance cover is 
an excess of loss arrangement under 
which the reinsurance premium is an 
agreed percentage of the resinsured 
company’s writings. This percentage 
rate, in turn, is based on excess ex- 
posure and/or loss experience. Theo- 
retically, under merit rating plans, the 
insurance company allocates the cost 
of insurance among its policy-holders 
on a different basis, but if its total 
writings and loss experience are as 
before, then the effect on reinsurance 
is nil. Some features of the special 
auto policies (the single limit for BI 
and PDL, for example) may over ape- 
riod affect the excess reinsurer’s posi- 
tion, but this will be a gradual develop- 
ment and does not represent any im- 
mediate problem. 

As for homeowners package poli- 
cies, the very nature of the policy leads 
to the whole of a risk being written 
under asingle policy. This has meant 
that the agents have had to have larger 
authorizations, and that the companies 
have had to handle larger net lines. 
There has been a distinct trend toward 
per-risk excess coverage on home- 
owners risks, with the company elimi- 
nating pro rata reinsurance or using it 
only on very large risks. These per- 
risk excesses sometimes include CPL, 
but often CPL is broken out (on an 
agreed percentage of the over-all 
homeowners premium) and protected 
under the company’s casualty excess. 
As for the unpackaged dwelling busi- 
ness, we see no special reinsurance 
problems arising as yet. It is being 
reinsured in some cases under the 
company’s surplus facilities, and in 
other cases it is being combined with 
the homeowners business under a per- 
risk excess covering all dwelling busi- 
ness rather that just homeowners poli- 
cies. 
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Outlines Competitive Position 
Of Lloyd’s In The U.S. Market 


The case for Lloyd’s was well put 
by Anthony Charles Grover, chairman 
of the committee of Lloyd’s, in his 
appearance in June, 1959, before the 
Senate anti-trust and monopoly sub- 
committee in Washington. He spent 
some time delineating the structure 
and financial strength of Lloyd’s, then 
turned to the criticism that Lloyd’s 
competes with U.S. licensed insurers 
unfairly in the American market. He 
said in part: 

Because of the traditional freedom 
of the Lloyd’s market and its avail- 
ability to all without discrimination, 
there has been a tendency for Lloyd’s 
to become the principal insurance home 
of smaller companies. These compa- 
nies develop the experience and back- 
ground which enable them to retain 
larger amounts of risk for their own 
account and in time to look to their 
Lloyd’s reinsurers principally for pro- 
tection against catastrhphe risks. 

Generally speaking, the various 


states recognize the international char- 
acter of reinsurance and limitations 
are not placed upon the right of re- 
insured companies and their brokers 
freely to choose the market which 
will best meet their requirements 
whether that market be admitted or 
non-admitted. 

However, some complications do 
arise from the fact that a number of 
companies reinsured at Lloyd’s are li- 
censed in one or more of these states. 
A company must list its Lloyd’s re- 
insurance as a liability in its financial 
statement despite that fact that this 
reinsurance is fully collectible. 

The net effect is, therefore, that the 
reinsured company suffers a penalty 
because of its Lloyd’s reinsurance. This 
difficulty arises in a number of ways, 
but it perhaps might be best illus- 
trated with respect to loss reserves es- 
tablished by the reinsured company. 

Assume for the moment that the 
reinsured company is engaged in writ- 
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ing casualty insurances and one of its 
insured has been involved in an au- 
tomobile accident wherein it is esti- 
mated that the company will eventu- 
ally be obligated to pay $100,000 to 
settle the claims of injured parties. 

Assume further that this company 
had carried a reinsurance treaty with 
Lloyd’s underwriters whereunder 50% 
of this risk is reinsured. 


Full Reserve 


In its financial statement the com- 
pany must establish a reserve of $100,- 
000 against the outstanding claims. In 
the case of admitted reinsurance the 
company would, in effect, be permit- 
ted to reduce this reserve to $50,000. 
However, in the case of Lloyd’s re- 
insurance it must carry the full re- 
serve for its own account, despite the 
fact that in the final analysis Lloyd’s 
underwriters will reimburse the re- 
insured company for 50% of the ac- 
tual loss. 

The result of the disallowance of 
credit for Lloyd’s reinsurance is that 
the reinsured company is forced to tie 
up $100,000 of its free funds rather 
than $50,000 as would be the case if 
reinsurance has been carried with 
an admitted reinsurer, thereby limit- 
ing the capacity of the reinsured com- 
pany to write additional insurances. 

It must be apparent that such an 
approach on the question of credit for 
Lloyd’s reinsurance would have a ten- 
dency, if nothing further were done, 
to force the reinsured companies to 
place their reinsurance with admitted 
companies rather than with Lloyd’s 
underwriters. 


Advance Reserve Follows 


In order partially to offset this dis- 
advantage to the reinsured companies 
Lloyd’s underwriters have developed 
the practice of advancing at year-end 
to reinsured companies in dollars an 
amount reflecting Lloyd’s share of the 
reinsured companies’ outstanding loss 
reserves. The reinsured companies are 
permitted to take credit for the 
amounts thus advanced. 


These advances are held by the re- 
insured company until the particular 
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claim against which they have been 
advanced is paid. 

At that point the reinsured com- 
pany reimburses itself for Lloyd’s 
underwriters’ share of the loss from 
the funds previously advanced. In the 
event the actual cost of the case is less 
than the reserve estimate, the unused 
portion of the funds is returned to 
Lloyd’s underwriters. 

The necessity of making such ad- 
vances to reinsured companies throws 
a considerable burden on Lloyd’s un- 
derwriters, particularly when it is re- 
alized that these funds yield no in- 
vestment return to underwriters and 
are outstanding for long periods of 
time prior to the date when they are 
actually used to reimburse the rein- 
sured company for paid losses. 

This problem is particularly acute 
with respect to:casualty insurances 
where the disposition of claims can 
involve very long periods of time. 
There are on record some cases where 
reinsured companies are still holding 
substantial amounts of money advanced 
to them by Lloyd’s underwriters as 
long ago as 1935. , 

The extent of this burden on Lloyd’s 
underwriters can be judged by the 
fact that there are in outstanding ad- 
vances to reinsured companies at the 
present time from Lloyd’s underwrit- 
ers an amount estimated in excess of 
$40 million. 


Hope For Change 


It is to be hoped that the states 
which do not presently permit credit 
for Lloyd’s reinsurance will eventually 
change their outlook and that the 
question of credit for reinsurance will 
turn, not on whether the reinsurer is 
admitted in a particular state, but, 
rather, on whether the reinsurer is 
in a position to meet his financial ob- 
ligations. 

In this respect the financial stability 
of a Lloyd’s policy is unquestioned and 
perhaps there can be no greater rec- 
ognition of this fact than that the lead- 
ing American insurance companies 
make the freest use of the Lloyd’s mar- 
ket in obtaining protection against 
catastrophes which could substantially 
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affect their financial structure. 

Quite apart from reinsurance, Lloyd’s 
underwriters over a long period of 
years have offered to American in- 
sured and their brokers the facilities 
available in the Lloyd’s market. Other 
witnesses have testified to the various 
types of direct insurances effected with 
Lloyd’s underwriters; for example, ca- 
pacity lines and lines in which admit- 
ted insurers are not interested. 

Lloyd’s origin as a market for ma- 
rine insurance is well known, as are 
its contributions to the marine and 
aviation field. However, in the non- 
marine field there are many classes of 
insurance pioneered at Lloyd’s—bank- 
ers blanket bonds, U&O, jewelers’ 
block, burglary and theft insurance, 
householders comprehensive policies, 
and all-risk insurance on private jew- 
elry. 

The history of the development of 
these various forms reveals that they 
were often pioneered in spite of vig- 
orous objections of other insurers. Lat- 
er, when it had been shown by Lloyd’s 
experience that the underwriting could 
be done profitably, the critics have 
undertaken the writing of these classes. 


Deductibles And Packages 


Within recent times, there have 
been certain criticisms levelled at 
Lloyd’s for writing deductible insur- 
ance and so-called package policies in 
favor of American insured seeking 
such coverages. These insurances now 
are being written more freely every 
day by the admitted companies. 

The states generally seem to recog- 
nide the international character of 
marine and aviation insurance. Brok- 
ers representing insured are permitted 
to approach the market of their own 
choosing. 

However, in the non-marine field 
the states seem to take quite a dif- 
ferent approach as represented by the 
so-called surplus line laws. The basic 
theory of these laws is that a broker 
licensed by a surplus line state will 
be permitted to effect insurance in 
the non-admitted market for his client 
only in those cases where there is not 
an available admitted market. 

The state laws reflect a variety of 
tests for determining whether or not 
an admitted market is available, but 
one point is clear under all these laws: 
A broker may not place insurance in 
the non-admitted market simply be- 
cause the non-admitted insurer is pre- 
pared to write the insurance for a low- 
er premium than that offered by ad- 
mitted companies. 

What Of SmalF Insured? 

The states also recognize that while 
restrictions may be imposed upon the 
right of a broker to approach the non- 
admitted insurance market, neverthe- 
less insured himself is free to do so. 
I understand that many large indus- 
trial concerns in the United States have 
utilized this channel to the non-ad- 
mitted insurance market, but that, in 
practice, this channel is not readily 
available to smaller insured. 

The public policy of the states on 
placement of non-marine insurances 
with non-admitted insurers has been 
expressed in the surplus line laws. 
It is not the province of Lloyd’s to 
question this stated policy. 

However, there is a tendency to- 
ward more and more restrictions both 
in the surplus line field and as re- 
spects insured’s right to effect insur- 
ance directly in the non-admitted 


market. We hope that these restric- 
tions are not pressed to the extent 
that insured is deprived of the bene- 
fits offered by insurance in the Lloyd’s 
market. 

It is sometimes stated that Lloyd’s 
underwriters engage in unfair competi- 
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tion with the admitted companieall 
The problem we have always faced in! 
attempting to analyze the validity of| 


such statements is the question of 
what constitutes unfair competition, 
Not Unfair 


We do not believe that the writing 


of insurance at rates representing a, ff 


saving to insured and on forms spe- 
cially tailored to meet the needs of 
particular insured represents unfair 
competition. More specifically, it is 
sometimes stated that Lloyd’s under- 
writers are able to undercut the rates 
of admitted companies because we do 
not bear a fair share of the cost of 
taxation and regulation. I must tell 
you that Lloyd’s underwriters have 
been met with the same criticism by 
corporate insurers in other parts of 
the world where Lloyd’s are licensed 
insurers. A particular instance of that 
is Canada. 

The fact is that because of the na- 
ture of the Lloyd’s organization, Lloyd’s 


f 


} 





underwriters are ina position to offer! 
a product peculiarly adapted to the 
needs of insured and at a cost, in; 
terms of overhead, lower than corpo- ; 
rate insurers. This saving is passed 
on to insured, and I must say we have . 
heard remarkably few complaints from 
them. 

I would like to comment particu- | 
larly on the statements which have 


been made that Lloyd’s underwriters , 


do not bear a fair share of the burden 
of taxation on their insurance in favor 
of U.S. insured. These statements show | 
a complete misunderstanding of the| 
position which exists. Lloyd’s insur- 
ance in favor of U.S. insured carries 
heavier taxation than that borne by) 
admitted insurers. 


Heavy Federal Tax 


The federal government imposes a 
4% stamp tax on gross premiums of 
most insurance effected with non- 
admitted insurers such as Lloyd’s un- 
derwriters. This tax has been referred # 
to in these hearings as nominal. How- | 
ever, it is, in fact, a very heavy tax | 
since it is payable even where the in- 
surance results in a loss rather than a 
profit and even where the insurance * 
is cancelled the day after it is written. | 

I have had my attorneys make any 
analysis of statistical publications in| 
the insurance field, and this reveals 
that over a period of 20 years admitted * 
insurers have paid approximately 1.5% 
of their estimated gross premiums to» 
the federal government. 

These same publications also indi-| 
cate that if the taxes paid by admitted 
companies to the federal and _ state| 
governments were aggregated, they? 
would represent not more than 4% 
of the estimated gross premiums of, 
the admitted companies. 

Quite apart from the 4% stamp tax 
imposed by the federal government on) 
insurance effected with Lloyd’s under-| 
writers, some 45 states now have sur-! 
plus line statutes which impose a tax! 
on surplus line brokers effecting in-, 
surance with non-admitted insurers. 
These taxes range from 2% to 6%of 
the premium. M 

Finally, a majority of states—and| 
the list is growing yearly—impose 4+ 
duty on insured who effects insurance 
with non-admitted insurers without, 
the inter-mediation of a surplus line 
broker in his state to withhold a tax 
on premiums at a rate usually the’ 
same as the surplus line rate. 

The tax burdens on Lloyd’s insur-» 
ance are therefore substantially in ex- 
cess of those placed upon admitted, 
companies, and it is clear that Lloyd’s 
ability to offer competitive insurance 
is not based upon any tax advantage} 
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We live in a time of such rapid 
ocrowth in knowledge that only 
he who continues to learn and 
inquire can hope to keep pace, 
let alone play the role of guide. 
We at Leslie H. Cook are con- 
sistently developing new skills, 
new techniques, and new facil- 
ities for doing things better. We 
believe these forward-looking 
objectives are the hallmark of 
progress for those who seek profit 
and purpose in the years ahead. 
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